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RETURN TO SHAREOWNERS* PERFORMANCE GRAPH

The following graph compares the cumulative total Shareowner return on the Company’s Capital Stock with the cumulative total return of
the Standard & Poor’s Packaged Foods Index (the “S&P Packaged Foods Group”) and the Standard & Poor’s 500 Stock Index (the “S&P

500™). The graph assumes that $100 was invested on July 31, 1998, in each of Campbell stock, the S&P Packaged Foods Group and the S&P
500, and that all dividends were reinvested.
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Welcome to the EquiServe online voting wizard!

Just follow a few simple steps.to complete the secure online voting process:

Authentication: Login using your voter control number

Delivery preference: Setup future delivery of your annual meeting materials
Voting: Cast your vote and receive your confirmation online
Finish: Update your address and review other options

If you have more than one proxy card, instruction card or ballot, please vote them one card at a time. To get
started now, login below and click "Continue".

Step 1: Authentication

Enter the voter control number as it appears on your [
proxy card, instruction card or ballot

Enter the last 4 digits of the U.S. social security [:l
number (SSN) or the U.S. taxpayer identification
number (TIN) for this account.*

COMNTIMUE ==

*If you do not have a SSN or TIN for this account,
please leave this box blank.

Home | About Security | Privacy Policy | Back to Top
© 2002 EquiServe®. All rights reserved.

https://www.eproxyvote.com/cgi-bin/voting.cgi?agent=equiserve 10/8/2003
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Welcome

Solar Hunter
1000 Main Street
Anywhere, NJ 12345

Delivery Preference

Select how you would like to receive your future annual meeting materials:

& Postal mail -or-

@ Electronically (View Terms and Conditions for Electronic Delivery)
E-mail address (e.g., name@xyz.com) L

Enter e-mail address again for validation |

N —

© COMTIMUE = 7]

Home | About Security | Privacy Policy | Back to Top
© 2002 EquiServe®. All rights reserved.
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This Proxy is Solicited on Behalf of the Board of Directors
for the Annual Meeting on November 21, 2003

The undersigned hereby appoints Douglas R. Conant, or, in his absence, Ellen O. Kaden or, in the absence of both of
them, John J. Furey, and each or any of them, proxies with full power of substitution in each, to vote all shares the
undersigned is entitled to vote, at the Annual Meeting of Shareowners of Campbell Soup Company to be held at
Windsor Locks Ballroom, Sheraton Hotel at Bradley International Airport, Windsor Locks, Connecticut 06096, at
11:00 a.m., Eastern Time, and at any adjournments thereof, on all matters coming before the meeting, including

the proposals referred to below. If the undersigned is a participant in one of the Campbell Soup Company Savings
and 401(k) Plans or in the Campbell Soup Company Ltd Employee Savings and Stock Bonus Plan (any of such plans, .
a “Savings Plan”), then the undersigned hereby directs the respective trustee of the applicable Savings Plan to vote
all shares of Campbell Soup Company Capital Stock in the undersigned’s Savings Plan account at the aforesaid

Annual Meeting and at any adjournments thereof, on all matters coming before the meeting, including the proposals
referred to below.

Campbell Soup Company Directors recommend a vote:

"FOR" all Nominees
"FOR" Proposal 2
"FOR" Proposal 3

Check this box to cast your vote in accordance with the recommendations of Campbell
Soup Company Directors:

Campbell Soup Company Directors recommend a vote "FOR" all Nominees.

1. Election of Directors [ FOR ALL NOMINEES, except as noted below [if] WITHHOLD AS TO ALL NOMINEES

Edmund M. =

ECar enter Douglas R. Conant B Paul R. Charron

Bennett Dorrance Bl Kent B. Foster B Harvey Golub
Randall W. - — Mary Alice D.

radip c. Lippincott
ELarrimore [ ehilip €. Lippincott .Malone
: s . George M.

B8 David C. Patterson [ Charles R. Perrin | Sherman

- — g ridge,

Donald M. Stewart .ieor e Strawbridge Bl Les C. Vinney

3 Charlotte C. Weber

Campbell Soup Company Directors recommend a vote "FOR" Proposal 2.
2. Ratification of Appointment of Auditors

] AGAINST [ ABSTAIN

Campbell Soup Company Directors recommend a vote "FOR" Proposal 3.
3. Approval of the 2003 Long- Term Incentive Plan FOR

If applicable, click the option box:

& MARK THIS BOX TO OBTAIN A TICKET OF

https://www.eproxyvote.com/cgi-bin/voting.cgi 10/8/2003
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ADMISSION TO THE MEETING.

To cast your vote please click "Submit".
(NOTE: Your vote will not be counted until you dick "Submit™.)

i BUBMIT 5

Home | About Security | Privacy Policy | Back to Top
© 2002 EquiServe®. All rights reserved.

https://www.eproxyvote.com/cgi-bin/voting.cgi 10/8/2003
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- -STEP 2 ) PrRINT THIS PAGE

Solar Hunter
1000 Main Street
Anywhere, NJ 12345

Control Number: 16795999999912
Confirmation Number: 469449
Date: Wed Oct 08 2003 15:36:17 CDT

Thank you for using Equiserve's Vote-By-Net facility.

Step 3: Summary of your vote

Your vote was recorded by EquiServe as follows:

1. Election of Directors FOR ALL NOMINEES
2. Ratification of Appolntment of Auditors FOR
3. Approval of the 2003 Long- Term Incentive Plan FOR

Please keep a copy for your records. To change your vote click "Back".

To change your address or provide a comment click "Options”.

You can now vote another ballot or go to Campbell Soup Company Homepage or click "Finish" to exit to EquiServe

Homepage.
FIMIZH ]

Home | About Seaurity | Privacy Policy | Back to Top
© 2002 EquiServe®. All rights reserved.

https://www.eproxyvote.com/cgi-bin/voting.cgi 10/8/2003



Campbell Soup Company 2003 Annual Report



SYCEpL par snare amounts




Campbell Soup Company Annual Report 2003

Dear Shareowner,

Two years ago we began to implement a three-
year, five-point plan designed to renew Campbell
Soup Company. In fiscal 2003, we began building
momentum with innovative products, revitalized core
brands and reenergized employees.

Net sales in fiscal 2003 increased 9 percent {currency and acquisitions accounted for 5 percent of the increase) to $6.7 billion,
and earnings before the cumulative effect of accounting change grew 8 percent (excluding amortization from fiscal 2002
results) to $626 million, or $1.52 per share. These gains were achieved through strong volume growth in the second half
of the fiscal year as we passed the midway point of our Transformation Plan. Al of our major reporting segments showed
top-line growth. Qur decision to invest more heavily in our brands through both marketing and product innovation is
beginning to yield better results.

I believe that Campbell Soup Company now has in place the four elements necessary for any consumer products company
to be successful for the long term: (1) We have strong brands that are leaders in their categories; (2) we compete within
large, appealing categories with above-average growth; (3) we possess a financial structure that generates the cash flow
required to sustain solid growth; and (4) we have an organization that is capable of creating and executing our increasingly
competitive plans.

With these elements for success in place, we have broadened our strategic framework to realize the full potential of our
portfolio and our people. We believe that these five strategies, which have been modified during the past two years, will
drive Campbell Soup Company to its next level of performance:

1 Revitalize core North America thermal businesses
- U.S. Soup
— Beverages, Sauces and Simple Meals

2 Strengthen the broader portfolio for consistent sales
and earnings growth ‘

3 Continually improve product and package quality

4 Drive total system productivity

5 Build organization excellence and vitality

1. Revitalize core North America thermal businesses

Seventy percent of our operating earnings are derived from our hot-filled, shelf stable businesses — soup, beverages,
sauces — and we are committed to developing competitive advantage in taste, nutrition and packaging in these businesses.

Soup > Campbell’s soups outsell the leading branded competition in the U.S. by a margin of 7 to 1. At the heart of our
program is a commitment to make soups more appealing to consumers by continually improving quality, making pack-
aging more convenient and making shopping easier. This past year we brought this cbjective to life on all three fronts.
First, our reformulated “cold blend” condensed vegetable socups entered the marketplace with improved quality of
those 10 varieties. Second, we delivered Campbell’'s Soup at Hand sippable soups, the first truly portable soup product.



il
Third, we developed iQ Shelf Maximizer, a breakthrough shelving system We a re
that groups soups in a highly visible and efficient way that makes it much t .
easier for consumers to find their favorite varieties. In fiscal 2004, we are C rea I n g a
building on these initiatives. We have improved 14 more condensed soup
varieties using cold blend processing. We have launched an entirely new St rO n
platform for portability — Campbell’'s M’'m! M'm! Good! To Go — incorporating ’

Campbell’s Soup at Hand, Campbell’s Chunky and Campbelf’s Select brand
soups, all in microwavable containers. And we are rolling out /Q Shelf O C u S e
Maximizer to more high-volume retail outlets.

1
Beverages, Sauces and Simple Meals > In our North America Sauces and C O I l I pa n y.

Beverages businesses, we're making considerable progress thanks to our

investments in marketing and new product development. In addition, the

investments in thermal technology and manufacturing that we have made in our soup business are being leveraged in
these businesses as well. In fiscal 2003, our V8, Pace and Prego brands responded to marketing initiatives and delivered both
top-line and bottom-line growth. The introduction of V8 Splash Smaocthies helped restore growth to the beverage business.

We intend to take advantage of the fact that two thirds of today’s meals are still eaten at home. Simple meals made from
Campbelf's soups and sauces will be a theme of our 2004 marketing campaigns.

2. Strengthen the broader portfolio for consistent sales and earnings growth

Most of the brands in our broader portfolio are first or second in their categories, but there is still plenty of room for market
expansion. We have accelerated innovation and intensified consumer support to grow sales volume and, where appropriate,
market share.

Snacking and baking businesses account for more than 20 percent of our sales. Our three core brands — Pepperidge
Farm, Arnott’s, Godiva — have a solid position and opportunities for top-line growth.

In fiscal 2003, Pepperidge Farm had strong growth in all three of its core businesses — biscuits, bakery and frozen —
while Arnott's delivered increased sales and earnings and achieved the #2 salty snack position in Australia through our
acquisition of Snack Foods Ltd. Godiva continues to be one of the most recognized luxury brands in the world today.
However, its growth continued to be affected by softness in consumer spending for luxury goods.

In International Soup and Sauces, we also delivered growth. In Europe, we have successfully integrated our dry soup
businesses purchased more than two years ago and those businesses grew. We experienced weakness in our base
businesses in the United Kingdom, France and Germany, but we have plans in place to address those issues. In Asia
Pacific, our soup business in Australia continued to deliver good growth.

3. Continually improve product and package quality

Two years ago we set superiority standards for our top-selling 120 products around the world. Since then, we have tripled
the number of these products that are rated superior to competition and we have laid the groundwork for even greater
progress in the years ahead. We are also aggressively upgrading our packaging capabilities across our portfolio. Our work
in soup is illustrative of this effort.

In fiscal 2003, Campbell’s Soup at Hand sippable soups introduced new easy-open, microwavable packaging that proved
to be a big success and created an opportunity to establish a whole new platform for soup growth. For fiscal 2004, we
have introduced more Campbell’s Soup at Hand varieties and new microwavable packaging for both Campbell's Chunky
and Campbell’s Select brands in a new section within the soup aisle under the umbrella brand M’m! M’m! Good! To Go.

At the same time, new easy-open lids on condensed soup are providing many opportunities for consumers to try
Campbell’s soup instead of other food choices. Our vegetable soups in aseptic packaging have had good success both

in Canada, with Campbell's Gardennay, and in Australia, with Campbell’s Velish. We are also making significant gains in
customizing our products for our customers through innovative packaging.

4. Drive total system productivity

In fiscal 2003, we delivered cost savings in excess of $130 million. This is an important element of our efforts to generate
increased funding for our brands. Across our entire supply chain, we are generating significant savings through upgrading
systems and increasing the efficiency of our spending. Our new Pepperidge Farm bakery in Bloomfield, Connecticut, and
the upgrade of Arnott's bakery in Marleston, Australia, will give us a better cost profile in our core bakery business.
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5. Buiid organization excellence and vitality

Through both internal advancements and external hires, we have created a workforce that | believe is second to none in
the industry. We have added leadership in critical areas and enhanced our talent at all levels. Additionally, we have made
notable progress improving employee satisfaction and morale through multiple workplace initiatives.

QOutlook

Our outlook is bright. In U.S. Soup, we are starting to gain traction through better marketing and innovative new products,
as well as improved product quality and packaging. Our broader portfolio is also starting to gain momentum, and we are
getting better top-line results. We are increasing the contributions from new products, and improving quality and productivity.
We expect to further improve momentum in fiscal 2004 through top-line growth across several of our businesses, especially
in soup, as innovation and more efficient and effective marketing continue. We also expect to maintain our current level of
capital investment to support innovation, ensure capacity to support our growth and generate more productivity.

The plan we initiated two years ago is helping us renew our winning ways. We are creating a strong, focused company that
can consistently deliver a total shareowner return that is among the best in the consumer food industry.

bw}@ R. Comard

Douglas R. Conant
President and Chief Executive Officer

Chairman’s message

In fiscal 2003, we saw momentum building behind our Transformation Plan. Our investments for quality
J improvements, and innovation with the new microwavable convenience platform, have generated
consumer and customer excitement about Campbell’s soups.

Last spring, the Board completed a comprehensive analysis of the Company's strategic plan in which we developed a broader
strategic view encompassing Campbell's entire thermal processing capabilities. We have identified opportunities to grow and
leverage our leading brands in soup, sauces and beverages utilizing proprietary manufacturing processes and technology.

The Compensation and Organization Committee approved a new executive compensation program that provides more
stock-based incentives. We believe this new program better reflects the current market environment while continuing to
align the interests of management with those of shareholders.

Campbell has long been recognized for its leadership in corporate governance. This year, new governance standards
proposed by the New York Stock Exchange provided an opportunity to reevaluate our governance practices. As explained
in the 2003 proxy statement, we have broadened our governance principles and adopted new charters for each of our
committees. We believe these actions will continue Campbell's leadership in this important area.

In November 2003, Tom Field and David Li will retire from the Board. They will be missed. Tom was elected in 1987,
and his expertise in food retailing brought a valuable perspective to the Board. David was elected in 1895, and brought a
rich background in finance and international business. The nominees to succeed them are Paul Charron, Chairman and
CEO of Liz Claiborne, and Les Vinney, President and CEO of Steris Corporation. Paul brings a strong consumer products
background, including tenures at both General Foods and Procter & Gamble. Les has a solid financial background, as well
as a career in diversified businesses. | am confident that both Paul and Les will make valuable contributions to the Board.

g

George M. Sherman
Chairman of the Board
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REVITALIZE CORE NORTH
AMERICA THERMAL BUSINESSES
U.S. Soup

The soup for

right now

Consumers have relied on the Campbell’s brand
for more than a century to provide superior simple
meals and snacks. Today, we are bringing even
more convenient soup choices to satisfy busy,
on-the-go lifestyles. With new portable packaging,
improved ready-to-serve varieties, added value
and, as always, superior taste, Campbell’s soups
can now be enjoyed anytime, anywhere.

Tampa Bay Buccaneer John Lynch joins Campbell's

long-running “Mama's Boys” campaign for Campbell’s

Chunky soup. To score extra points with hearty eaters,
we have introduced Chunky Grilled Chicken and
Sausage Gumbo, and added 33 percent more chicken
to Chunky Chicken Corn Chowder.




M'm! M’'m! Good! To Go > According to National Eating Trends research, 34 percent of lunches are eaten “on the run.” To answer consumers’
needs for portability, we're bringing greater convenience to our most popular ready-to-serve Campbell’s Chunky and Campbell’s Select soups,
with new microwavable packaging. Now a warm, wholesome bowl of soup can be ready in just minutes!

L
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REVITALIZE CORE
NORTH AMERICA
THERMAL BUSINESSES
U.S. Soup

Make It

Campbell’s

Instead

We're creating new reasons to enjoy
Campbell’s soups every day, with
better-tasting soups and quick and easy
recipes. With our new advertising—
Make It Campbell’s Instead —we're
reminding consumers to choose
Campbell’s soup instead of hot dogs,
instead of macaroni and cheese,
instead of pizza. At the same time,
we're enhancing our Campbell’s Fun
Favorites soups and working with
celebrities like actress Mandy Moore
and hip-hop artist Bow Wow, to appeal to
today's contemporary Campbell Kids.

meal solution program. Celebrity spokesperson Gordon Elliott
will star in radio and TV advertising to share weekly recipes
made with Campbell products to







Southwestern Appeal > The Pace Trailgating Tour combines the authenticity of cowboy-style chuckwagon cooking and the time-honored
tradition of tailgate barbecuing. We plan to visit more than 30 events this year as title sponsor of the Pace Picante Rodeo Championships

and expect to continue to build on the brand's Southwestern heritage — delivering another year of strong growth.
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Nearly half of consumers add meat to pasta sauce.
Now, they can add Prego Hearty Meat sauces
to their shopping list. These sauces are superior
to the leading competitor and are available in

Authentic Italian Sausage, Meatball Parmesan Qﬁ s .
and Classic Meat with Fresh Mushrooms. s
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Strategy @ 2 3 4 5

REVITALIZE CORE NORTH
AMERICA THERMAL BUSINESSES
Beverages, Sauces and Simple Meals

o

- Bringing
new zest

olite

Campbell’s sauce brands— Pace Mexican
sauces, Prego pasta sauces and Franco-American
gravies—provide consumers with the opportunity
to create a range of flavorful and simple meals
and snacks. Campbell’'s beverage brands give
consumers “better for you” beverage choices with
V& Vegetable juice and the refreshing taste of
V& Splash juice beverages.
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STRENGTHEN THE BROADER
PORTFOLIO FOR CONSISTENT SALES
AND EARNINGS GROWTH

Vﬁ@[ﬁ@ f@n
“more ch

Campbell markets many powerful brands around
the world to satisfy consumer needs in snacking and
baking, premium chocolate, dry soups and sauces
and aseptic soups. This provides the platform to
leverage scale in many ways. For example, we are
beginning to see greater synergies in aseptic soup
between North America and Europe, and in snacking
and baking between Pepperidge Farm and Arnott’s.

10

‘CohéUfnﬂefs éround the world
love Godiva chocolates. We are
building on this strong equity to reach

new Geldfish- the- mdst su hes  consumers in powerful luxury markets like Singapore,
¢ in the brand's 4 T ot extreme Hong Kong and Japan, and adding new chocolates such
e as the Godiva Caramel Nouveau Collection.




Bite-sized Treats > Pepperidge Farm is the proud new parent of Mini Cookies — bite-sized replicas of such
classics as Milano and Chocolate Chunk cookies. Five varieties offer consumers a convenient way to satisfy
their cravings for some of America's favorite premium cookies anytime, anywhere.

Y I T R Bl TR T i

“fruitful

Made frem reel frult, Amett’s SneeliRiZit biscults
EEt grewing Consumer fior greet-lesting, lower-
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s im tihe “Betler For You™ ssgment of thelr mearket.
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Making It Easier > Today's busy consumers want their meals easy to prepare and easy to eat. That's why
we continue to invest in convenience. All of our soups, from our icon condensed brands to ready-to-serve

Campbell’s Chunky and Campbell’s Select, now feature easy-open lids.

Consumers in western Canada savor Campbell’s

“Gardennay rgstaurani-quality, ready-to-serve vegetable

soups in aseptic packaging. These soups leverage

i Campbell's expertise with this innovative technology to
Tpreduce Swanson broths inthe U:S., Liebig soups in

-and Campbell’s Velish soups in Austratia.
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CONTINUALLY
IMPROVE PRODUCT AND
PACKAGE QUALITY

Raising
m@bar

Across our portfolio, we're improving the gquality
of our products and packaging to make our
soups, sauces, beverages and snacks more
convenient and more consumer-friendly. From
easy-open lids and easy-grip jars to more pasta
in our soups and more meat in our sauces,
we're raising quality standards to make our
brands the preferred choice.
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Strategy

1

2

3@5

DRIVE TOTAL
PRODUCTIVITY

Working better,
Working
Simall

Our teams are working hard to bring best-in-class
processes and technologies to all areas of the
company. We aim to drive the most efficient and
effective business systems in the U.S. and then
share our knowledge across the globe.




On the Rise > We are modernizing our bakery operations to further improve our baked goods and reduce overall costs. In the u.s,,
a new energy-efficient, state-of-the-art Pepperidge Farm bakery in Bloomfield, Connecticut, became fully operational this year.

2 > o o
focus productivity
Campbell’s innovative use of Internet /C&Lj(@:@@m@@ The is bright with Campbell's Aew Sales and

fechnelegy is placing us et the lenslront of Operations Planning precsess. This aligns funclional
the gelbal elecironic dele-shering. Campbsll was anses, firem merketing and sales to manulacturing and

of the first menuiaciurers te send and recelve with Wel-Mert steres gistribution, allewing us te better share Information across
through the UCCnst Clobal Registry, speeding delivery time and fhese arees. We are optimistic (het this process will help us
ensuring more accurate Inveleing. improve our planning sccuracy and RVEnterny Manaeement.
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Hitting the Bull's-eye > The new Dr. John T. Dorrance Culinary & Learning Center in our World Headquarters represents a significant
investment in our workplace. Pictured here is our sales team for Target stores, the second-largest general merchandiser in the U.S.
Their teamwork exemplifies the winning spirit within our organization, earning Campbelf the “2002 Target Vendor Award of Excellence.”

a
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CAMPBELL

VALUING
PEOPLE|




Strategy 1 2 3 4 @

BUILD
I ORGANIZATION EXCELLENCE
& VITALITY

Winning
in the
Workplace

To win in the marketplace we must win in
the workplace. We want to demonstrate an
extraordinary commitment to our people so that

they will deliver an extraordinary commitment

to the success of our company. This promise also

flows out to our neighbors in the communities

where we live.
inspiring S creating
This yeeyr, the Campbell Seup Foundation 2 AT . Our Steclkpet ine. Culinary Campus In Wosdimville, Washingion,
celebrates 50 yeers of meking & difference ?@0& Q§’ provides an entreprencuriel and ereative envirenment whers
In the U.S. To commermerete ihis anniversery, 60 an® Steckpot ehefs collaborate with et the natien’s ieading
e Feundetion anneunced the “50 Hours for 50 Yeers” Volunteer restavrant ehains to eregte signature soups ane menu items.
Campaign. As part ef this program., Camplaell tsems will veluntesr Qur custemer teams have & passion for and & mindsst
50 hours In cemmunities whers they work ang live. of continuous IRAGVERION.
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Management’'s Discussion and Analysis of

Results of Operations and Financial Condition

Results of Operations

Overview Earnings before the cumulative effect of accounting
change were $626 million ($1.52 per share) in 2003 compared
to $525 million ($1.28 per share) in 2002. (All earnings per
share amounts included in Management's Discussion and
Analysis are presented on a diluted basis.) Comparisons to
the prior year are impacted by the adoption of Statement of
Financial Accounting Standards (SFAS) No. 142 "Goodwill

and Other Intangible Assets” as of the beginning of 2003. In
accordance with the provisions of this standard, the company
discontinued amortization of goodwill and indefinite-lived
intangible assets on a prospective basis from the date of
adoption. Had such amortization been eliminated as of the
beginning of the prior year, net earnings for 2002 would

have been $573 million, or $1.41 per share. The 2002

results included a restructuring charge and related costs of
approximately $20 million pre-tax ($.03 per share) associated
with the Australian manufacturing reconfiguration. Pre-tax
charges of $19 million were classified as Cost of products sold
and $1 million were classified as a Restructuring charge. The
2003 results included costs of $1 million associated with the
Australian manufacturing reconfiguration which commenced
in 2001. The increase in earnings before the cumulative
effect of accounting change in 2003 was due to higher sales
during the year, lower interest expense, and a lower effective
tax rate compared to the prior year, partially offset by higher
administrative expenses and higher pension expense. In
addition, there were 53 weeks in 2003 and 52 weeks in 2002.
The additional week contributed approximately $.02 per share
to earnings in 2003.

In connection with the adoption of SFAS No. 142, the company
also recognized a one-time non-cash charge of $31 million
{net of a $17 millicn tax benefit) in the first quarter of 2003,
or $.08 per share, as a cumulative effect of accounting change.
This charge related to impaired goodwill associated with the
Stockpot business, a food service business acquired in August
1998. See also Note 3 to the Consolidated Financial Statements.

Although SFAS No. 142 precludes restatement of prior period
results, prior period segment operating earnings have been
adjusted to reflect the pro forma impact of amortization
eliminated under the standard.

During the first quarter ended October 27, 2002, the
company acquired two businesses for cash consideration

of approximately $170 million and assumed debt of
approximately $20 million. The company acquired Snack
Foods Limited, a leader in the Australian salty snack category,
and Erin Foods, the number two dry soup manufacturer in
Ireland. Snack Foods Limited is included in the Biscuits

and Confectionery segment. Erin Foods is included in the

International Soup and Sauces segment. The businesses have
annual sales of approximately $160 million.

in 2002, net earnings declined 19% and earnings per share
declined 17% compared to 2001. The 2001 results included
a restructuring charge and related costs of approximately
$15 million pre-tax ($.03 per share) associated with the
Australian manufacturing reconfiguration. Pre-tax charges

of $10 million were classified as a Restructuring charge

and $5 million were classified as Cost of products sold.

Net earnings in 2001 also included an approximate $.03 per
share dilutive impact from the European dry soup and sauce
brands acquisition. The earnings decline in 2002 was primarily
related to planned increases in marketing and infrastructure
investments across major businesses, partially offset by lower
interest expense.

In 2003, certain stock-based incentive compensation costs
and deferred compensation expenses were reclassified from
Other expenses to reflect the costs by function on various
lines of the Statements of Earnings. Prior periods have been
reclassified to conform to the current presentation.

Beginning in 2002, the company adopted the consensus
reached by the Financial Accounting Standards Board’s
(FASB'’s) Emerging Issues Task Force (EITF) on !ssue No.01-9
“Accounting for Consideration Given by a Vendor to a Customer
or Reseller of the Vendor's Products.” Under this consensus,
the EITF concluded that certain consumer and trade promotion
expenses, such as coupon redemption costs, cooperative
advertising programs, new product introduction allowances,
feature price discounts and in-store display incentives, should
be classified as a reduction of sales rather than as marketing
expenses. The adoption of this consensus in 2002 resuited in
the following reclassifications to the annual results for 2001:
Net sales were reduced by $893 million; Cost of products

sold was reduced by $14 million; and Marketing and selling
expenses were reduced by $879 million. These reclassifications
had no impact on net earnings.

Sales Sales increased 9% in 2003 to $6.7 billion from

$6.1 billion. The increase in sales was due to a 3% increase
in volume and mix, a 1% increase due to higher selling prices,
a 3% increase from currency, and a 2% increase from the
acquisitions of Erin Foods and Snack Foods Limited. The
additional week in 2003 accounted for approximately 1 to 2
percentage points of the increase. Worldwide wet soup volume
increased 2%.

Sales increased 6% in 2002 to $6.1 billion fram $5.8 billion.
The increase in sales was due to a 4% increase from the
European acquisition which was completed in May 2001, a
2% increase due to volume and mix, a 1% increase due t0
higher selling prices, offset by a 1% decline due tc increased
revenue reductions from trade promotion and consumer
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coupon redemption programs. Worldwide wet soup volume
increased 1% from 2001.

An analysis of net sales by segment follows:
% Change

2003/ 2002/

{millions) 2003 2002 2001 2002 2001

North America Soup

and Away From Home  $2,606 $2524 $2,532 3 —
North America Sauces

and Beverages 1,246 1,182 1,161 5 2
Biscuits and

Confectionery 1,774 1,507 1,446 18 4
International Soup

and Sauces 1,052 920 632 14 46

$6,678 $6,133 $5,771 g 6

The 3% increase in sales from North America Soup and Away
From Home in 2003 versus 2002 was due to a 1% increase

in volume and mix, a 1% increase due to lower revenue
reductions from trade promotion and consumer coupon
redemption programs, and a combined 1% increase from
higher price realization and currency. U.S. wet soup volume
increased 2% over the prior year. Ready-to-serve volume
increased 8% behind volume gains in Campbell’s Chunky

and Campbell’s Select soups, and the launch of Soup at
Hand sippable soups in convenient portable microwaveable
packaging. Swanson broth reported a volume increase of 13%
due to successful promational campaigns for cooking with
broth. Condensed soup volume declined 6%. Canada reported
growth in soup volume, due in part to the regional introduction
of the new Campbell’s Gardennay soup in aseptic packages.
Away From Home experienced increased soup volume, offset
by declines in lower margin businesses.

Sales in 2002 from North America Soup and Away From Home
were flat with 2001. Volume and mix increased 1% from the
prior year, offset by an increase in revenue reductions from
trade promotion and consumer coupon redemption programs.
U.S. wet soup volume increased 1%. Ready-to-serve volume
increased 9% behind the double-digit volume gains in
Campbell’s Chunky and Campbell’s Select soups. This volume
growth was driven by new varieties, quality improvements,

and increased advertising. Swanson broth volume increased
4%. Condensed soup volume declined 5%. Canada reported
sales growth in all businesses, particularly soup, in response to
increased marketing. Away From Home sales slightly increased
over the prior year led by solid soup sales performance, which
offset a decline in lower margin bakery and frozen entrée sales.

The 5% increase in sales from North America Sauces and
Beverages in 2003 versus 2002 was due to a 4% increase in
volume and mix, a 1% increase from higher price realization,
a 1% increase due to lower revenue reductions from trade
promotion and consumer coupon redemption programs, offset

by a 1% decline due to currency. The sales increase was
driven by strong gains in Pace Mexican sauces, Prego brand
products, V& vegetable juices, Campbell's tomato juice, Latin
America, and the introduction of V8 Splash Smoothies. The
introduction of Prego Hearty Meat sauces and Pace Mexican
Creations sauces contributed to the sales growth. These gains
were partially offset by declines in Franco-American canned
pasta and gravies.

The 2% increase in sales from North America Sauces and
Beverages in 2002 versus 2001 was due to a 3% increase

in volume and mix, offset by a 1% reduction due to higher
revenue reductions from trade promotion and consumer
coupon redemption programs. The volume growth resulted
from the performance of Prego pasta bake sauces, which
were introduced in the fourth quarter of 2001, Pace Mexican
sauces, V8 vegetable juices and the Mexican business. These
volume gains were partially offset by continued declines in
Franco-American canned pasta and V8 Splash beverages.

Sales from Biscuits and Confectionery increased 18% in 2003
due to a 3% increase in volume and mix, a 4% increase from
higher price realization, an 8% increase from the acquisition

of Snack Foods Limited in Australia, a 4% increase from
currency, offset by a 1% increase in revenue reductions from
trade promotion and consumer coupon redemption programs. !
The favorable currency impact principally reflected the
strengthening of the Australian dollar. Pepperidge Farm reported
sales increases in cookies, crackers, and fresh bread. Arnott’s
contributed to the sales increase with growth in the chocolate
segment and new products introduced in the year, particularly
Snackright fruit-based low fat biscuits. Godiva Chocolatier's
worldwide sales increased due to growth in Asia, partially offset
by continued weakness in same store sales in North America.

Sales from Biscuits and Confectionery increased 4% in 2002
due to a 4% increase in volume and mix, a 1% increase from
higher price realization, offset by a 1% decline from currency,
primarily the Australian dollar. Pepperidge Farm contributed to
the sales growth with new products, including the introduction
of Dessert Bliss cookies and Goldfish Sandwich crackers, and
increased distribution. Arnott’s in Australia reported volume
gains due to increases in value-added products in the snack
foods category, such as Rix Rice chips and Kettle chips.

Tim Tam biscuit sales also increased significantly. Godiva
sales rose slightly, as new store openings worldwide offset
lfower same store sales in North America in the aftermath of
September 11th.

International Soup and Sauces reported a 14% increase

in sales due to a 12% increase from currency and a 2%
increase from the acquisition of Erin Foods in ireland. Strong
performance of dry soups in Europe was offset by weakness in
the wet soup and sauces businesses in the United Kingdom,



France and Germany. The United Kingdom performance
reflected declines in Homepride sauces and Campbell’s
soups. Sales in France declined due primarily to aggressive
competitive activity. In Germany, a significant portion of the
private-label soup business is being discontinued. The Asia
Pacific region reported sales growth.

International Soup and Sauces reported a 46% increase in sales
in 2002 due primarily to a 44% increase from the European dry
soup and sauce acquisition, which was completed in the fourth
guarter of 2001, and a 2% increase from currency. The base
business in Eurcope declined slightly as weakness in United
Kingdom soup and sauces was partially offset by gains in soup
sales in Belgium and France. Asia Pacific sales increased due
to growth in Australian soup, broth and beverages.

Gross Margin Gross margin, defined as Net sales less Cost

of products sold, increased by $183 million in 2003 due to

the increase in sales. As a percent of sales, gross margin was
43.0% in 2003, 43.9% in 2002, and 45.7% in 2001. The
percentage decrease in 2003 was due to the lower margin
structure of acquisitions (approximately 0.5 percentage
points), costs assaciated with transition and startup of the new
Pepperidge Farm bakery and with the discontinuance of certain
co-packing contracts (approximately 0.3 percentage points),
and the net adverse impact of pricing, productivity gains,

mix and quality improvements {approximately 0.4 percentage
points), offset by the benefits of lower costs related to the
Australian manufacturing reconfiguration (approximately

0.3 percentage points). The percentage decline in 2002 from
2001 was due mainly to the continuing mix shift in U.S. soup
towards ready-to-serve products (approximately 0.4 percentage
points), the cost of quality improvements across a number of
products (approximately 0.7 percentage points), and costs
associated with the Australian manufacturing reconfiguration
(approximately 0.3 percentage points).

Marketing and Selling Expenses Marketing and selling
expenses as a percent of sales were 17.1% in 2003, 17.5%
in 2002, and 15.4% in 2001. Marketing and selling expenses
increased approximately 7% in 2003. The increase was
driven by currency and acquisitions (3 percentage points),
increased advertising, primarily for V8 Splash Smoothies,
V8juices and Pace Mexican sauces (3 percentage points),
and incremental selling expense due to shelving initiatives
and systems upgrades. In 2002, Marketing and selling
expenses increased approximately 21% from 2001. The
European dry soup and sauce acquisition accounted for 5%
of the increase. The remaining increase in 2002 was due
primarily to the planned increases in advertising investments
across the portfolio (approximately 8 percentage points),
particularly in U.S. soup and sauces, and selling infrastructure
investments (approximately 5 percentage points) to improve
execution capability.
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Administrative Expenses Administrative expenses as a
percent of sales increased to 7.6% in 2003 from 7.4% in
2002. Administrative expenses increased by approximately
12% in 2003 from 2002. Currency and acgquisitions accounted
for approximately 5 percentage points of the increase. The
remaining increase was driven by a number of items, including
costs associated with litigation, investments in information
technology, and an increase in bad debt expense. In 2002,
Administrative expenses increased to 7.4% of Net sales

from 7.0% in 2001 due to higher compensation costs and
costs associated with investments in people and information
technology to improve execution capabilities.

Research and Development Expenses Research and
development expenses increased $9 million or 11% in 2003
from 2002 due to costs associated with quality improvement
initiatives and new product development costs (approximately
8 percentage points), and the impact of currency and
acquisitions (approximately 3 percentage points). Research
and development costs increased $15 million or 23% in 2002
from 2001 due to costs associated with quality improvement
initiatives (approximately $10 million) and new product
development (approximately $5 million).

Other Expenses Other expenses decreased to $28 million

in 2003 compared to $99 million in 2002 due primarily to
the elimination of $70 million of amortization of goodwill

and indefinite-lived intangible assets upon adoption of SFAS
No. 142 as of the beginning of 2003. In 2003, Other expenses
were impacted by an increase in non-cash adjustments to the
carrying value of long-term investments in affordable housing
partnerships ($36 million), partially offset by gains on sales
of land and buiidings ($16 milfion) and a one-time payment
for the transfer of the Godiva Chocolatier ice cream license
($5 million}. Other expenses increased in 2002 as compared
to 2001 primarily due to increased amortization expense
associated with the European acquisition.

In 2003, costs related to stock-based incentive compensation
and deferred compensation were reclassified from Other
expenses to reflect the costs by function. The prior periods
were adjusted to conform to the current presentation.

Operating Earnings As previously noted, operating segment
results for 2002 and 2001 have been restated to reflect the
pro forma impact of SFAS No. 142. Amortization expense of
$70 million was eliminated from 2002 operating earnings.
Amortization expense of $54 million was eliminated from
2001 operating earnings. Segment operating earnings, on

a comparable basis, increased 5% from 2002. Segment
operating earnings declined 13% in 2002 from 2001.
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An analysis of operating earnings by segment follows:
% Change

2003/ 2002/

{millions) 2003 2002 2001 2002 2001

North America Soup .
784 —

and Away From Home $ 632 $ 634 $ (19)
North America Sauces
and Beverages 289 257 316 12 (19)
Biscuits and
Confectionery 212 186 208 14 (1)
International Soup
and Sauces 128 120 63 7 90
$1,261 $1,197 $1,371 5 (13
Corporate (156) (143) (123)
$1,105 $1,054 $1,248

Earnings from North America Soup and Away From Home
in 2003 were even with 2002 earnings. The increase in
sales was offset by a decline in gross margin due to quality
improvements, packaging improvements and product mix.
In addition, costs increased due to shelving initiatives and
system upgrades.

Farnings from North America Soup and Away From Home
decreased 19% in 2002 from 2001 due to planned increases
in trade and consumer promotion costs, advertising expenses,
infrastructure investments and costs of quality improvements.
The promotion and advertising investments were focused on
ready-to-serve products, including Campbell’s Chunky and
Campbell’s Select, and the new Campbell’s Supper Bakes
meal Kits.

Earnings from North America Sauces and Beverages increased
12% in 2003 from 2002 primarily due to the increase in

sales of Pace, V8 Splash and Prego brand products, and an
improvement in gross margin.

Earnings from North America Sauces and Beverages declined
19% in 2002 from 2001 primarily due to a significant increase
in marketing investments, principally on Prego, Pace Mexican
sauces and V8 vegetable juices.

Earnings from Biscuits and Confectionery increased 14%
in 2003 compared to 2002. Favorable currency transiation
accounted for approximately 4 percentage points of the
increase. Operating earnings in 2003 were impacted by
approximately $10 million of transitional expenses related
to the closure of the Pepperidge Farm bakery in Norwatk,
Connecticut and startup of the new bakery in Bloomfield,
Connecticut. Earnings in 2003 benefited from a $5 million
payment to Godiva for the transfer of an ice cream license.
Operating earnings in 2002 included $20 million of costs
associated with the Australian manufacturing reconfiguration
compared to $1 million in 2003.

In 2002, earnings from Biscuits and Confectionery decreased
11%. Earnings included the effect of costs associated with
the Australian manufacturing reconfiguration of $20 million

in 2002 and $15 million in 2001. The remaining decline was
due primarily to increased marketing investments across the
portfolio and a decline in earnings from Godiva, partially offset
by increased sales in Pepperidge Farm and Arnott’s.

The 7% increase in 2003 earnings from International

Soup and Sauces was primarily due to favorable currency
translation, partially offset by $8 million of costs associated
with the discontinuance in 2004 of certain co-packing
contracts in Europe.

The 90% increase in 2002 earnings from International Soup
and Sauces was due to the European acquisition. Base
earnings declined significantly due to lower sales in the United
Kingdom soup and sauces business and planned increases in
marketing across the portfolio.

Corporate expenses increased in 2003 primarily due to adjust-
ments recorded to the carrying value of long-term investments
in affordable housing partnerships and legal expenses related
to ongoing litigation, partially offset by lower stock-related
compensation costs.

Corporate expenses increased in 2002 due principally to planned
infrastructure investments and higher compensation costs.

Nonoperating ltems Interest expense declined 2% in 2003
from 2002 due to lower levels of debt and lower interest rates.

Interest expense decreased 13% in 2002 from 2001. Higher
interest expense due to increased average debt levels following
the fourth quarter 2001 European acquisition was more than
offset by a steep decline in short-term rates.

The effective tax rate was 32.2% in 2003 and 34.2% in both
2002 and 2001, as reported. The comparable tax rate for
2002 and 2001 would be 33.3% and 33.8%, respectively,
based on a pro forma adjustment for the adoption of SFAS
No. 142. The reduction in the rate from 2002 to 2003 reflects
a number of factors which favarably impact foreign and

U.S. taxes.

Restructuring Program A restructuring charge of $10 million
($7 million after tax) was recorded in the fourth quarter 2001
for severance costs assaciated with the reconfiguration of

the manufacturing network of Arnott’s in Australia. In the
second quarter of 2002, the company recorded an additional
$1 million restructuring charge related to planned severance
actions. Related costs of approximately $1 million, $19 million
($13 million after tax) and $5 million ($4 million after tax) were
recorded in 2003, 2002 and 2001, respectively, as Cost of
products sold, primarily representing accelerated depreciation
on assets to be taken out of service. This program was




designed to drive greater manufacturing efficiency resulting
from the closure of the Melbourne plant. Approximately 550
jobs were eliminated due to the plant closure. As a result of
this reconfiguration, the company expects annual pre-tax cost
savings of approximately $10 million, most of which will be
realized in 2004. In 2003, the company incurred startup costs
associated with the transition of production. These costs were
substantially offset by a gain on the sale of the facility. See
Note 5 to the Consolidated Financial Statements for further
discussion of this program.

Liquidity and Capital Resources

Net cash flows from operating activities provided $873
million in 2003, compared to $1.0 billion in 2002. The 2002
cash flow benefited from a significant reduction in working
capitat to a low level, which was maintained in 2003. Net
cash flows from operations in 2002 decreased to $1.0 biflion
from $1.1 billion in 2001. This decrease was primarily due
to lower net earnings resuiting from planned increases in
marketing and infrastructure investments. Over the last three
years, operating cash flows totaled approximately $3 billion.
This cash generating capability provides the company with
substantial financial flexibility in meeting its operating and
investing needs.

Capital expenditures were $283 million in 2003, $269 million
in 2002 and $200 million in 2001. Capital expenditures are
projected to be approximately $285 million in 2004. The
increase in 2003 was driven by the Pepperidge Farm bakery
and soup guality projects, partially offset by reduced spending
in Australia on the manufacturing reconfiguration, which

was substantially completed in 2002. The increase in 2002
was due to planned process improvements, product quality
enhancements, the Australian plant reconfiguration, and the
construction of the new Pepperidge Farm bakery.

Businesses acquired, as presented in the Statements of Cash
Flows, primarily represents the acquisitions of Snack Foods
Limited and Erin Foods in the first quarter of 2003. The
purchase price adjustment in 2002 related to the European
dry soup and sauces acquisition, completed in 2001.

in November 2002, the company issued $400 million of
ten-year 5% fixed-rate notes due December 2012. The
proceeds were used to retire $300 million 6.15% notes and
to repay commercial paper borrowings. In cannection with
this issuance, the company entered into ten-year interest
rate swaps that converted $300 million of the fixed-rate debt
to variable.

In November 2002, the company terminated interest rate swap
contracts with a notional value of $250 million that canverted
fixed-rate debt {6.75% notes due 2011) to variable and
received $37 million. Of this amount, $3 million represented
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accrued interest earned on the swap prior to the termination
date. The remainder will be amortized over the remaining life
of the notes as a reduction to interest expense.

Long-term borrowings in 2002 were the result of a series

of debt issuances throughout the year. In September 2001,
the company issued $300 million seven-year 5.875% fixed-
rate notes. The proceeds were used to repay short-term
borrowings. While planning for the issuance of these notes,
the company entered into interest rate swaps with a nofional
value of approximately $138 million that effectively fixed a
portion of the interest rate on the debt prior to issuance. These
contracts were settled at a loss of approximately $4 million
upon issuance of the notes. This loss is being amortized over
the life of the notes. In conjunction with the issuance of these
notes, the company also entered into a $75 million seven-year
interest rate swap that converts fixed-rate debt to variable.

In October 2001, the company issued $300 million two-year
variable-rate notes. The proceeds were also used to repay
short-term borrowings. In connection with this issuance, the
company entered into a $300 million two-year interest rate
swap that converts the variable-rate debt fo fixed.

In November 2001, the company redeemed $100 million
5.625% fixed-rate notes due in September 2003. The notes
were callable at par. This redemption was financed with lower
rate commercial paper.

In December 2001, the company issued an additional

$200 million of its existing 6.75% fixed-rate notes due February
2011, originally issued in February 2001. These additional
notes were priced at a premium to reflect market conditions.
The proceeds were used to repay short-term borrowings.

In January 2002, the company repaid $300 million of variable-
rate notes due December 2003. The notes were repaid with
lower cost short-term borrowings.

In March 2002, the company issued $300 million five-year
5.50% fixed-rate notes. The proceeds were used to repay
$228 million variable-rate notes due in December 2003 and
short-term borrowings. In connection with this issuance,
the company entered into a five-year interest rate swap that
converts $100 million of the fixed-rate debt to variable.

In June 2002, the company filed a $1 billion shelf registration
statement with the Securities and Exchange Commission

to use for future offerings of debt securities. Under the
registration statement, the company may issue debt securities
from time to time, depending on market conditions. The
company intends to use the proceeds to repay short-term
debt, to reduce or retire other indebtedness or for other
general corporate purposes. As of August 3, 2003, the
company had $600 million available for issuance under this
registration statement. See also Recent Developments.
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Long-term borrowings completed in 2001 included both a
three-year floating rate ioan, which funded the purchase of

11 million shares under forward stock purchase coniracts

for approximately $521 million in December 2000, and the
issuance of $500 millicn 6.75% fixed-rate notes due February
2011, The proceeds of the 6.75% notes were used primarily
to repay short-term borrowings. The company also entered
into ten-year interest rate swap contracts with a notional value
of $250 million in connection with the issuance of the 6.75%
fixed-rate notes. The company terminated these swaps in
November 2002.

Dividend payments decreased to $259 million in 2003,
compared to $286 milfion in 2002. Dividends declared in
2003 and 2002 totaled $0.63 per share and in 2001 totaled
$0.90 per share. The 2003 fourth quarter rate was $0.1575
per share.

Capital stock repurchases totaled 1 million shares at a cost of
$24 million during 2003, compared to 200,000 shares at a
cost of $5 million during 2002 and repurchases of 14.3 million
shares at a cost of $618 million in 2001. In 2001, the strategic
share repurchase plan was suspended. The company expects
to continue to repurchase shares to offset the impact of dilution
from shares issued under incentive stock compensation plans.

At August 3, 2003, the company had $1.279 billion of notes
payable due within one year and $31 million of standby letters
of credit issued on behalf of the company. The company
maintains $1.8 billion of committed revolving credit facilities,
which remain unused at August 3, 2003, except for $31 million
of standby letters of credit. in September 2003, the company
entered into a $300 million committed 364-day revolving credit
facility, which replaced an existing $900 million 364-day facility
that matured in September 2003. The company also has a
$300 million revolving credit facility that matures in September
2006. These agreements support the company’s commercial
paper program.

The company is in compliance with the covenants contained
in its revolving credit facilities and debt securities.

The company believes that foreseeable liquidity, including
the resolution of the contingencies described in Note 20 to
the Consolidated Financial Statements, and capital resource
raquirements are expected to be met through anticipated
cash flows from operations, management of working capital,
long-term borrowings under its shelf registration, and short-
term borrowings, including commercial paper. The company
believes that its sources of financing are adequate to meet its
liquidity and capital resource requirements. The cost and terms
of any future financing arrangements depend on the market
conditions and the company’s financial position at that time.

Contractual Obligations and Other Commitments

Contractual Obligations The following table summarizes

the company’s obligations and commitments to make future
payments under certain contractual obligations. For additional
information on debt, see Note 16 to the Consolidated Financial
Statements. Operating leases are primarily entered into for
warehouse and office facilities, retail store space, and certain
equipment. Purchase commitments represent purchase
orders and long-term purchase arrangements related to the
procurement of ingredients, supplies, machinery, equipment
and services. These commitments are not expected to have

a material impact on liquidity. Other long-term liabilities
primarily represent payments related to deferred compensation
obligations and postemployment benefits. For additional
information on other long-term liabilities, see Note 17 to the
Consolidated Financial Statements.

Cantractual Payments Due by Fiscal Year
2005- 2007-

{US$equivalents in millions) Total 2004 2006 2008  Thereafter
Debt Obligations’ $3528 $1279 $ 2 $ 606 $1,641
Purchase Commitments 3,662 1,418 1,171 3940 133
Operating Leases 284 67 100 68 59
Other Long-term

Liabilities? 233 16 43 79 95

Total Long-term

Cash Obfigations $7,717 $2,780 $1,316 $1.693 $1,928

1 Includes capital lease obligations totaling $8 million, unamortized net premium on debt
issuances, unamortized gain on an interest rate swap and a gain on fair-value interest
rate swaps.

2 Represents other long-term liabilities, excluding deferred taxes and minority interest.

Off-Balance Sheet Arrangements and Other Commitments
The company guarantees approximately 1,200 bank foans

to Pepperidge Farm independent sales distributors used to
purchase distribution routes. The maximum potential amount
of the future payments the company could be required fo
make under the guarantees is approximately $85 million.
The company’s guarantees are secured by the distribution
routes. The company does not believe that it is probable that
it will be required to make guarantee payments as a result of
defaults on the bank loans guaranteed. See also Note 20 to
the Consolidated Financial Statements for information on off-
balance sheet arrangements.

Inflation

Inflation during recent years has not had a significant effect on
the company. The company mitigates the effects of infiation

by aggressively pursuing cost productivity initiatives, including
global procurement strategies, and making capital investments
that improve the efficiency of operations.




Market Risk Sensitivity

The principal market risks to which the company is exposed
are changes in commodity prices, interest rates and foreign
currency exchange rates. In addition, the company is

exposed 1o equity price changes related to certain employee
compensation obligations. The company manages its exposure
to changes in interest rates by optimizing the use of variable-
rate and fixed-rate debt and by utilizing interest rate swaps

in order to maintain its variable-to-total debt ratio within
targeted guidetines. international operations, which accounted
for approximately 32% of 2003 net sales, are concentrated
principally in Australia, Canada, France, Germany and the
United Kingdom. The company manages its fereign currency
expasures by borrowing in various foreign currencies and
utilizing cross-currency swaps, forward contracts and

options. Swaps and forward contracts are entered into for
pericds consistent with refated underlying exposures and

do not constitute positions independent of those exposures.
The company does not enter into contracts for speculative
purposes and does not use leveraged instruments.

The company principally uses a combination of purchase
orders and various short- and long-term supply arrangements

Expected Fiscal Year of Maturity
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in connection with the purchase of raw materials, including
certain commodities and agricultural products. The company
may also enter into commodity futures contracts, as considered
appropriate, to reduce the volatility of price fluctuations for
commodities such as corn, cocoa, soybean meal, soybean oil
and wheat. At August 3, 2003 and July 28, 2002, the notional
values and unrealized gains or losses on commodity futures
contracts held by the company were not material.

The information below summarizes the company’s market risks
associated with debt obligations and other significant financial
instruments as of August 3, 2003. Fair values included herein
have been determined based on quoted market prices. The
information presented below should be read in conjunction
with Notes 16 and 18 to the Consolidated Financial Statements.

The table below presents principal cash flows and related
interest rates by fiscal year of maturity for debt obligations.
Variable interest rates disclosed represent the weighted-average
rates of the portfolio at the period end. Notional amounts and
related interest rates of interest rate swaps are presented by
fiscal year of maturity. For the swaps, variable rates are the
average forward rates for the term of each contract.

{US$ equivalents in millions) 2004 2005 2007 2008 Thereafter Total Fair Value
Debt
Fixed rate $301 $1 $605 $1 $1,641 $2,550 $2,780
Weighted-average

interest rate 4.76% 6.42% 6.60% 6.20% 6.60% 6.42% 6.17%
Variable rate $978 $ 978 $ 978
Weighted-average

interest rate 2.07% 2.07%
Interest Rate Swaps
Fixed to variable $100° $ 375° $ 475 $ 2
Average pay rate? 3.28% 5.32% 4.89%
Average receive rate 5.50% 5.18% 5.24%
Variable to fixed $300" $ 300 $ @
Average pay rate 3.74% 3.74%
Average receive rate 1.54% 1.54%

1 Average pay rates estimated over life of swap by using US$ forward LIBOR interest rates plus applicable spread.

2 Hedges 5.50% notes due in 2007.

3 Hedges $75 million of 5.875% notes and $300 million of 5.00% notes, respectively, due in 2009 and 2013,

4 Hedges variable-rate notes due in 2004.

As of July 28, 2002, fixed-rate debt of approximately $2.5 billion with an average interest rate of 6.37% and variable-rate debt of approximately $1.2 hillion with an average interest rate of 2.46%
were outstanding. As of July 28, 2002, the company had also swapped $425 million of fixed-rate debt to variable. The average rate received on these swaps was 6.30% and the average rate paid
was estimated to be 5.09% over the remaining life of the swaps. Additionally, the company had swapped $300 million of floating-rate debt to fixed. The average rate received on this swap was

estimated to be 2.63% and the average rate paid was 3.74% over the remaining life of the swap.

The company is exposed to foreign exchange risk related to its international operations, including non-functional currency
intercompany debt and net investments in subsidiaries.
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The table below summarizes the cross-currency swaps
outstanding as of August 3, 2003, which hedge such expo-
sures. The notional amount of each currency and the related
weighted-average forward interest rate are presented in the
Cross-Currency Swaps table.

Cross-Currency Swaps

Interest Notianal Fair
(US$ equivalents in millions) Expiration Rate Value Value
Pay fixed SEK 2004 4.83% $ 31 $ 4
Receive fixed USD 2.10%
Pay fixed SEK 2005 5.78% $ 47 $(11)
Receive fixed USD 5.25%
Pay fixed EUR 2007 5.46% $200 $(56)
Receive fixed USD 5.75%
Pay fixed GBP 2011 5.87% $200 $(26)
Receive fixed USD 6.08%

The cross-currency swap contracts outstanding at July 28, 2002 represented twao pay fixed
SEK/receive fixed USD swaps with notional values of $23 million and $47 million, a pay fixed
EUR/receive fixed USD swap with a notional value of $200 million, and a pay fixed GBP/
recelve fixed USD swap with a notional value of $200 million. The aggregate fair value of these
swap contracts was $(37} million as of Jjuly 28, 2002.

Effective August 5, 2003, the company entered into a pay
floating CAD/receive floating USD swap with a notional value
of $53 million. The company also entered into two pay

fixed CAD/receive fixed USD swaps with notional values of
$61 million each.

The company is also exposed to foreign exchange risk as a
result of transactions in currencies ather than the functional
currency of certain subsidiaries, including subsidiary debt.
The company utilizes foreign currency forward purchase
and sale contracts to hedge these exposures. The table
below summarizes the foreign currency forward contracts
outstanding and the related weighted-average contract
exchange rates as of August 3, 2003.

Forward Exchange Contracts

Contract
Amount

Average Contractual

(1SS equivalents in millions) Exchange Rate

Receive USD / Pay GBP $203 0.63
Receive USD / Pay EUR $197 0.88
Receive USD / Pay AUD $172 1.56
Receive USD / Pay CAD $ 44 1.41
Recelve EUR / Pay GBP 3 33 0.71
Receive GBP / Pay USD $ 21 161
Receive JPY / Pay USD $ 20 0.01
Receive AUD / Pay NZD $ 18 1.10
Receive EUR / Pay SEK $ 8 9.25
Receive USD / Pay JPY $ 6 118.26
Receive EUR / Pay JPY $ 6 135.69
Receive GBP / Pay AUD $ 5 2,53
Receive SEK / Pay USD $ 5 0.12

The company had an additional $12 million in a number of smailer contracts to purchase
or sell various other currencies, such as the Australian doliar, British pound, Canadian
dollar, euro, New Zealand dollar and Swiss franc, as of August 3, 2003. The aggregate fair
value of all contracts was $4 million as of August 3, 2003. Total forward exchange contracts
outstanding as of July 28, 2002 were $637 million with a fair value of $(7) million.

The company had swap contracts outstanding as of August 3,
2003, which hedge a portion of exposures relating to certain
employee compensation lizabilities linked to the total return

of the Standard & Poor’s 500 Index or to the total return

of the company’s capital stock. Under these contracts, the
company pays variable interest rates and receives from the
counterparty either the Standard & Poor’s 500 Index total
return or the total return on company capital stock. The
notional value of the contracts that are linked to the return on
the Standard & Poor’s 500 Index was $10 million at August 3,
2003 and $21 million at July 28, 2002. The average forward
interest rate applicable to the contract, which expires in 2004,
was 1.40% at August 3, 2003. The notional value of the
contract that is linked to the total return on company capital
stock was $11 million at August 3, 2003 and $32 million at
July 28, 2002. The average forward interest rate applicable to
this contract, which expires in 2004, was 1.65% at August 3,
2003. The fair value of these contracts was a $1 million

gain at August 3, 2003 and a net loss of $22 million at

July 28, 2002.

The company's utilization of financial instruments in managing
market risk exposures described above is consistent with the
prior year. Changes in the portfolio of financial instruments are
a function of the results of operations, debt repayment and
debt issuances, market effects on debt and foreign currency,
and the company’s acquisition and divestiture activities.

Significant Accounting Estimates

The consolidated financial statements of the company are
prepared in conformity with accounting principles generally
accepted in the United States. The preparation of these
financial statements requires the use of estimates, judgments
and assumptions that affect the reported amounts of assets
and liabilities at the date of the financial statements and
reported amounts of revenues and expenses during the periods
presented. Actual results could differ from those estimates

and assumptions. See Note 1 to the Consolidated Financial
Statements for a discussion of significant accounting policies.
The following areas all require the use of subjective or complex
judgments, estimates and assumptions:

Trade and consumer promotion programs The company
offers various saies incentive programs to customers and
consumers, such as cooperative advertising programs, feature
price discounts, in-store display incentives and coupons.

The recognition of the costs for these programs, which are
classified as a reduction of revenue, involves use of judgment
related to performance and redemption estimates. Estimates
are made based on historical experience and other factors.
Actual expenses may differ if the level of redemption rates
and performance vary from estimates.




Valuation of long-lived assets Long-lived assets, including fixed
assets and intangibles, are reviewed for impairment as events
or changes in circumstances occur indicating that the carrying
amount of the asset may not be recoverable. Discounted cash
flow analyses are used to assess nonamortizable intangible
asset impairment, while undiscounted cash flow analyses are
used to assess other long-lived asset impairment. The esti-
mates of future cash flows involve considerable management
judgment and are based upon assumptions about expected
future operating performance. Assumptions used in these
forecasts are consistent with internal planning. The actual
cash flows could differ from management’s estimates due to
changes in business conditions, operating performance and
economic conditions.

Pension and postretirement medical benefits The company
provides certain pension and postretirement benefits to
employees and retirees. Determining the cost associated with
such benefits is dependent on various actuaria! assumptions,
including discount rates, expected return on plan assets,
compensation increases, turnover rates and health care trend
rates. Independent actuaries, in accordance with accounting
principles generally accepted in the United States, perform
the required calculations to determine expense. Actual results
that differ from the actuarial assumptions are generally
accumulated and amortized over future periods.

The discount rate is established as of the company'’s fiscal
year-end measurement date based on high-quality, long-term
debt securities. The estimated return on plan assets is a
long-term assumption based upon historical experience and
expected future performance, considering the company’s
current and projected investment mix. Within any given

fiscal period, significant differences may arise between the
actual return and the estimated long-term return on plan
assets. The value of plan assets, used in the calculation of
pension expense, is determined on a calculated method that
recognizes 20% of the difference between the actual fair value
of assets and the expected calculated method. Gains and
losses resulting from differences between actual experience
and the assumptions are determined at each measurement
date. If the net gain or loss exceeds 10% of the greater of plan
assets or liabilities, a portion is amortized into earnings in the
following year.

Shareowners’ equity (deficit) includes a minimum liability,

net of tax, of $210 million in 2003 and $208 million in 2002,
principally related to a U.S. pension plan. Following stock
market declines in July 2002, the fair value of assets included
in certain pension funds fell below the accumulated benefit
obligation. As required under accounting principles generally
accepted in the United States, the company recognized

the additional minimum liability and reclassified an existing
pension asset to equity. This non-cash adjustment did not
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impact 2002 operating results. However, the lower fair value of
pension assets and a reduction in the estimated return on plan
assets resulted in an increase in net periodic pension cost

in 2003.

Net periadic pension and postretirement medical expense
was $43 million in 2003 compared to $8 million in 2002,

The net periodic pension and postretirement medical expense
is expected to be approximately $60 million in 2004. The
increase in 2004 is primarily due to a lower discount rate, a
reduction in the expected return on assets, and an increase
in the health care trend rate, partially offset by a $50 million
contribution to a U.S. plan subsequent to August 3, 2003.
Significant weighted-average assumptions as of the end of the
year are as follows:

2003 2002
Discount rate for benefit obligations 6.39% 6.90%
Expected return on plan assets 8.80% 9.30%
Initial health care trend rate 9.00% 8.00%
Ultimate health care trend rate 4.50% 4.50%

Estimated sensitivities to the net periodic pension cost are as
follows: a 50 basis point reduction in the discount rate would
increase expense by approximately $3 million; a 50 basis
point reduction in the estimated return on assets assumption
would increase expense by approximately $8 million. A one
percentage point change in assumed health care costs would
increase expense by approximately $3 million.

Contributions to the U.S. plans were not required in 2003.
Contributions to international plans were $19 million in 2003.
Although there were no mandatory funding requirements to
the U.S. plans in 2004, the company made a $50 million
contribution to a U.S. plan subsequent to August 3, 2003
based on expected future funding requirements.

See also Note 9 to the Consolidated Financial Statements for
additional information on pension and paostretirement medical
expenses.

Income taxes The effective tax rate and the tax bases of
assets and liabilities reflect management's estimate of the
ultimate outcome of various tax audits and issues. In addition,
valuation allowances are established for deferred tax assets
where the amount of expected future taxable income from
operations does not support the realization of the asset.

Recently [ssued Accounting Pronouncements

The company adopted SFAS No. 144 “Accounting for the
Impairment or Disposal of Long-Lived Assets” on July 29,
2002. This standard is generally effective for the company
on a prospective basis. This standard addresses financial
accounting and reporting for the impairment or disposal of
long-lived assets. This standard supersedes SFAS No. 121
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“Accounting for the Impairment of Long-Lived Assets and for
Long-Lived Assets to Be Disposed Of” and the accounting
and reporting provisions of Accounting Principles Board
(APB) Opinion No.30 “Reporting the Results of Operations -
Reporting the Effects of Disposal of a Segment of a Business,
and Extraordinary, Unusua! and Infrequently Occurring Events
and Transactions” for the disposal of a segment of a business.
Long-lived assets are tested for impairment if certain triggers
occur. The adoption of this standard did not have a material
impact on the financial statements.

In July 2002, the FASB issued SFAS No. 146 “Accounting for
Exit or Disposal Activities.” The provisions of this standard
were effective for disposal activities initiated after December
31, 2002, with early application encouraged. The adoption
of this standard did not have a material impact on the
financial statements.

In December 2002, the FASB issued SFAS No. 148
“Accounting for Stock-Based Compensation — Transition

and Disclosure.” This standard amends the transition and
disclosure requirements of SFAS No. 123 “Accounting for
Stock-Based Compensation.” The increased disclosure
requirements are applicable to the company’s interim and
annual financial statements beginning in the third quarter of
the current fiscal year. The required disclosures are included
in Note 1 to the Consclidated Financial Statements. The
company currently does not intend to transition to the use of
a fair value method for accounting for stock-based compensa-
tion. As permitted by SFAS No. 148, the company accounts for
stock option grants and restricted stock awards in accordance
with APB Opinion No. 25 “Accounting for Stock Issued to
Employees” and related Interpretations. Accordingly, no
compensation expense has been recognized for stock options
since all options granted had an exercise price equal to the
market value of the underlying stock on the grant date.

In November 2002, FASB Interpretation No.45 (FIN 45)
“Guarantor's Accounting and Disclosure Requirements for
Guarantees, Including Indirect Guarantees of Indebtedness
of Others"” was issued. FIN 45 clarifies the requirements
relating to a guarantor’s accounting for, and disclosure of, the
issuance of certain types of guarantees. FIN 45 requires that
upon issuance of a guarantee, the guarantor must recognize
a liability for the fair value of the obligation it assumes under
that guarantee. The initial recognition and measurement
provisions are applicable on a prospective basis to guarantees
issued or modified after December 31, 2002. The disclosure
provisions are included in Note 20 to the Consolidated
Financial Statements.

In January 2003, the FASB issued FIN 46 “Consolidation of
Variable Interest Entities, an Interpretation of ARB 51.” This
Interpretation addressed consolidation by business enterprises
of certain variable interest entities (VIEs). The Interpretation is
effective immediately for all enterprises with variable interests
in VIEs created after January 31, 2003. For variable interests
in VIEs created before February 1, 2003, the provisions of this
Interpretation will be applicable no later than the beginning

of the first interim or annual pericd beginning after June 15,
2003. Further, the disclosure requirements of the Interpretation
are applicable for all financial statements initially issued after
January 31, 2003, regardless of the date on which the VIE was
created. The adoption of this standard is not expected to have
a material impact on the financial statements.

The EITF reached a consensus on Issue No.02-17 “Recognition
of Customer Relationship Intangible Assets Acquired in a
Business Combination,” which clarifies certain recognition
requirements in SFAS No. 141 “Business Combinaticns.” The
guidance in this Issue is to be applied to business combinations
consummated and goodwill impairments tests performed after
October 25, 2002. The company does not expect its application
to havé a material impact on the financial statements.

In April 2003, the FASB issued SFAS No. 149 “Amendment
of Statement 133 an Derivative Instruments and Hedging
Activities.” This standard amends and clarifies financial
accounting and reporting for derivative instruments and
hedging activities, primarily as a result of decisions made

by the FASB Derivatives Implementation Group subseguent
to the original issuance of SFAS No. 133 and in connection
with other FASB prajects. This standard is generally effective
prospectively for contracts and hedging relationships entered
into or modified after June 30, 2003. The company does
not expect its application to have a material impact on the
financial statements.

In May 2003, the FASB issued SFAS No. 150 “Accounting

for Certain Financial Instruments with Characteristics of both
Liabilities and Equity.” SFAS No. 150 changes the accounting
for certain financial instruments that, under previous
guidance, could be classified as equity or “mezzanine” equity,
by now requiring thase instruments to be classified as liabili-
ties (or assets in some circumstances) in the statement of
financial position. Further, SFAS No. 150 requires disclosure
regarding the terms of those instruments and settlement alter-
natives. The guidance in SFAS No. 150 is generally effective
for all financial instruments entered into or madified after

May 31, 2003, and is otherwise effective at the beginning of
the first interim period beginning after June 15, 2003. The
company is in the process of evaluating this standard, but
does not expect the adoption to have a material impact on the
financial statements.




Recent Developments

In September 2003, the company issued $300 million ten-year
4.875% fixed-rate notes. The proceeds were used to repay
commercial paper borrowings and for other general corporate
purposes. While planning for the issuance of these notes, the
company entered into treasury lock agreements with a notional
value of $100 million that effectively fixed a portion of the
interest rate on the debt prior to issuance. These agreements
were settled at a minimal gain upon issuance of the notes,
which will be amortized over the life of the notes. In connec-
tion with this issuance, the company entered into ten-year
interest rate swaps that convert $200 million of the fixed-rate
debt to variable.

In September 2003, the company also entered into $100 million
five-year interest rate swaps that convert a portion of the
5.875% fixed-rate notes due October 2008 to variable,

Earnings Outlook

On September 11, 2003, the company issued a press release
announcing results for 2003 and commented on the outlook for
earnings per share for the first quarter and full year for 2004.

Cautionary Factors That May Affect Future Results

This 2003 Annual Report contains “forward-looking” statements
that reflect the company’s current expectations regarding future
results of operations, economic performance, financial condi-
tion and achievements of the company. The company tries,
wherever possible, to identify these forward-looking statements
by using words such as “anticipate,” “believe,” “estimate,”
“expect,” “will” and similar expressions. One can also identify
them by the fact that they do not relate strictly to historical or
current facts. These statements reflect the company’s current
plans and expectations and are based on information currently
available to it. They rely on a number of assumptions regarding
future events and estimates which could be inaccurate and
which are inherently subject to risks and uncertainties.

The company wishes to caution the reader that the following
important factors and those important factors described else-
where in the commentary, or in the Securities and Exchange
Commission filings of the company, could affect the company’s
actual results and could cause such results to vary materially
from those expressed in any forward-looking statements made
by, or on behalf of, the company:

¢ the company’s ability to achieve the goals of its
“transformation plan”;

» the impact of strong competitive response to the company’s
efforts to leverage its brand power with product innovation,
promotional programs and new advertising, and of changes
in consumer demand for the company’s products;
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+ the risks in the marketplace associated with trade and
consumer acceptance of product improvements, shelving
initiatives and new product introductions;

* the company'’s ability to achieve sales and earnings
forecasts, which are based on assumgptions about sales
volume and product mix and the impact of increased
marketing investments;

e the company's ability to realize forecasted cost savings;

¢ the company'’s ability to successfully manage changes to its
business processes, including selling, distribution and the
integration of acquisitions;

¢ the increased significance of certain of the company’s key
trade customers;

e the difficulty of predicting the pattern of inventory movements
by the company’s trade customers and of predicting changes
in the policies of its customers, such as changes in custocmer
inventory levels and access to shelf space;

¢ the impact of fluctuations in the supply and cost of raw
materials;

» the impact of unforeseen economic changes in currency
exchange rates, tax rates, interest rates, equity markets,
inflation rates, recession and other external factors over
which the company has no control, including the possibility
of increased pension expense and contributions resulting
from lower interest rates and declines in stock market
returns; and

¢ the impact of unforeseen business disruptions in one or
more of the company’s markets due to political instability,
civil disobedience, armed hostilities or other calamities.

This discussion of uncertainties is by no means exhaustive
but is designed to highlight important factors that may impact
the company’s outlook. The company disclaims any obligation
or intent to update forward-looking statements made by

the company in order to reflect new information, events or
circumstances after the date they are made.
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Consolidated Statements of Earnings

(millions, except per share amounts)

2003 2002 2001
53 weeks 52 weeks 52 weeks
Net Sales $6,678 $6,133 $5,771
Costs and expenses
Cost of products sold 3,805 3,443 3,132
Marketing and selling expenses 1,145 1,073 830
Administrative expenses 507 454 403
Research and development expenses 88 79 64
Other expenses (Note 6) 28 99 78
Restructuring charges (Note 5) — 1 10
Total costs and expenses 5,573 5,149 4,577
Earnings Before Interest and Taxes 1,105 984 1,184
Interest expense (Note 7) 186 190 219
Interest income 5 4 12
Earnings before taxes 924 798 987
Taxes on earnings (Note 10) 298 273 338
Earnings before cumulative effect of accounting change 626 525 649
Cumulative effect of change in accounting principle 31) — —
Net Earnings $ 595 $ 525 $ 649
Per Share - Basic
Earnings before cumulative effect of accounting change $ 1.52 $ 1.28 $ 1.57
Cumulative effect of change in accounting principle (.08) — —
Net Earnings $ 1.45 $ 1.28 $ 1.57
Weighted average shares outstanding — basic 411 410 414
Per Share — Assuming Dilution
Earnings before cumulative effect of accounting change $ 1.52 $ 1.28 $ 155
Cumulative effect of change in accounting principle (.08) — —
Net Earnings $ 1.45 $ 1.28 $ 155
Weighted average shares outstanding — assuming dilution 411 411 418

See accompanying Notes to Consclidated Financial Statements.

The sum of the individual per share amounts does not equal net earnings per share due to rounding.
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Consolidated Balance Sheets

(millions, except per share amounts)
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August 3, 2003 July 28, 2002
Current Assets .
Cash and cash equivalents $ 32 $ 21
Accounts receivable (Note 11) 413 417
Inventories (Note 12) 709 638
Other current assets (Note 13) 136 123
Total current assets 1,290 1,199
Plant Assets, Net of Depreciation (Note 14) 1,843 1,684
Goodwill (Note 3) 1,803 1,581
Other Intangible Assets, Net of Amortization (Note 3) 1,018 953
Other Assets (Note 15) 251 304
Total assets $ 6,205 $ 5,721
Current Liabilities
Notes payable (Note 16) $ 1,279 $ 1,196
Payable to suppliers and others 620 612
Accrued liabilities 602 572
Dividend payable 65 65
Accrued income taxes 217 233
Total current liabilities 2,783 2,678
Long-term Debt (Note 16) 2,249 2,449
Nonpension Postretirement Benefits (Note 9) 304 319
Other Liabilities (Note 17) 482 389
Total liabilities 5,818 5,835
Shareowners’ Equity (Deficit) (Note 19)
Preferred stock; authorized 40 shares; none issued —_ —
Capital stock, $.0375 par value; authorized 560 shares; issued 542 shares 20 20
Additional paid-in capital 298 320
Earnings retained in the business 5,254 4,918
Capital stock in treasury, 132 shares in 2003 and 2002, at cost (4,869) (4,891)
Accumulated other comprehensive loss (316) (481)
Total shareowners' equity (deficit) 387 (114)
Total liabilities and shareowners’ equity (deficit) $ 6,205 $ 5721

See accompanying Notes to Consolidated Financial Statements.
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Consolidated Statements of Cash Flows

(millions}

2003 2002 2001
Cash Flows from Operating Activities:
Net earnings $ 595 $ 525 $ 649
Non-cash charges to net earnings
Cumulative effect of accounting change 31 — —
Restructuring charges — — 10
Depreciation and amortization 243 3198 266
Deferred taxes 72 5 4
Other, net 93 53 38
Changes in working capital
Accounts receivable 46 40 (11)
Inventories (33) (30) (1)
Prepaid assets 1 9 3
Accounts payable and accrued liabilities (38) 185 137
Other (137) (99) 11
Net Cash Provided by Operating Activities 873 1,017 1,106
Cash Flows from Investing Activities:
Purchases of plant assets (283) (269) (200)
Sales of plant assets 22 5 8
Businesses acquired (177) (15) (811)
Sales of businesses 10 3 —
Long-term investments 4) (12) (19)
Net Cash Used in Investing Activities (432) (288) (1,122)
Cash Flows from Financing Activities:
Long-term borrowings 400 1,100 1,028
Repayments of long-term borrowings — (628) —
Net repayments of short-term borrowings (566) (815) (45)
Dividends paid (259) (286) (374)
Treasury stock purchases (24) 5 (618)
Treasury stock issuances 17 14 24
Other, net — (6) —
Net Cash Provided by (Used in) Financing Activities (432) (726) 15
Effect of Exchange Rate Changes on Cash 2 (6) (2)
Net Change in Cash and Cash Equivalents 11 (3) (3)
Cash and Cash Equivalents — Beginning of Year 21 24 27
Cash and Cash Equivalents — End of Year $ 32 $ 21 $ 24

See accompanying Notes to Consolidated Financial Statements.
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QConsolidated Statements of Shareowners’ Equity (Deficit)

(millions, except per share amounts)

Earnings Accumulated

Capital Stock Additional Retained Other Total
Issued In Treasury Paid-in in the Comprehensive Shareowners’
Shares Amount Shares Amount Capital Business Income (Loss)  Equity (Deficit)
Balance at July 30, 2000 542 $ 20 (121)  $(4,373) $ 344 $ 4,373 $ (227) $ 137
Comprehensive income (10ss)
Net earnings 649 649
Foreign currency
translation adjustments (97) (97)
Other comprehensive l0ss (97) (97)
Total Comprehensive income 552
Dividends ($.90 per share) (371) (371)
Repurchase of shares
under forward stock
purchase contracts (11) (521) (521)
Treasury stock purchased (3) 87 (87
Treasury stock issued under
management incentive and
stock option plans 2 83 (30) 53
Balance at July 29, 2001 542 20 (133) (4,908) 314 4,651 (324) (247)
Comprehensive income (loss)
Net earnings 525 525
Foreign currency
translation adjustments 49 49
Cash-flow hedges, net of tax 2 2
Minimum pension liability,
net of tax (208} (208)
Other comprehensive loss . (157) (157)
Total Comprehensive income 368
Dividends ($.63 per share) (258) (258)
Treasury stock purchased — 5 . (5)
Treasury stock issued under
management incentive and
stock option plans 1 22 6 28
Balance at July 28, 2002 542 20 (132) (4,891) 320 4918 (481) (114)
Comprehensive income (loss)
Net earnings 595 595
Foreign currency
translation adjustments 174 174
Cash-flow hedges, net of tax (7) 7
Minimum pension liability,
net of tax (2) (2)
Other comprehensive income 165 165
Total Comprehensive income 760
Dividends ($.63 per share) (259) (259)
Treasury stock purchased (1) (24) (24)
Treasury stock issued under
management incentive and
stock option plans 1 46 (22) 24
Balance at August 3, 2003 542 $20 (132) $(4,869) $298 $5,254 $(316) $ 387

See accompanying Notes to Consolidated Financial Statements.
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““Notes to Consolidated Financial Statements

(dollars in millions, except per share amounts)

1 | Summary of Significant Accounting Policies

Consolidation The consolidated financial statements include
the accounts of the company and its majority-owned subsid-
jaries. Significant intercompany transactions are eliminated
in consolidation. tnvestments of 20% or more in affiliates are
accounted for by the equity method.

Fiscal Year The company's fiscal year ends on the Sunday
nearest July 31. There were 53 weeks in 2003 and 52 weeks
in 2002 and 2001. There will be 52 weeks in fiscal 2004.

Revenue Recognition Revenues are recognized when the
earnings process is complete. This occurs when products are
shipped in accordance with terms of agreements, title and risk

‘of loss transfer to customers, collection is probable and pricing

is fixed or determinable.

Beginning in 2002, the company adopted the consensus
reached by the Financial Accounting Standards Board’s
(FASB's) Emerging Issues Task Force (EITF) on Issue No.01-09
“Accounting for Cansideration Given by a Vendor to a Customer
or Reseller of the Vendor’s Products.” Under this consensus,
the EITF concluded that certain consumer and trade sales
promotion expenses, such as coupon redemption costs, cooper-
ative advertising programs, new product introduction fees,
feature price discounts and in-store display incentives, should
be classified as a reduction of sales rather than as marketing
expenses. The adoption of this consensus in 2002 resulted in
the following reclassifications to the annual results for 2001: Net
sales were reduced by $893; Cost of products sold was reduced
by $14; and Marketing and selling expenses were reduced by
$879. These reclassifications had no impact on net earnings.

Cash and Cash Equivalents All highly liquid debt instruments
purchased with a maturity of three months or less are
classified as cash equivalents.

Inventories Substantially all U.S. inventories are priced at the
lower of cost or market, with cost determined by the last in,
first out (LIFO) method. Other inventories are priced at the
lower of average cost or market.

Plant Assets and Other Long-Lived Assets Plant assets are
stated at historical cost. Alterations and major overhauls,
which extend the lives or increase the capacity of plant
assets, are capitalized. The amounts for property disposals
are removed from plant asset and accumulated depreciation
accounts and any resultant gain or loss is included in
earnings. Ordinary repairs and maintenance are charged

to operating costs. Depreciation provided in Costs and
expenses is calculated using the straight-line method over the
estimated useful lives of the assets. Buildings and machinery
and equipment are depreciated over periods not exceeding
45 years and 15 years, respectively.

The company adopted Statement of Financial Accounting
Standards (SFAS) No. 144 “Accounting for the Impairment

or Disposal of Long-Lived Assets” on July 29, 2002. This
standard is generally effective for the company on a prospec-
tive basis. This standard addresses financial accounting and
reporting for the impairment or disposal of long-lived assets
such as property, plants, equipment and amortized intangibles.
This standard supersedes SFAS No. 121 “Accounting for the
Impairment of Long-Lived Assets and for Long-Lived Assets

to Be Disposed Of” and the accounting and reporting provi-
sions of Accounting Principles Board (APB) Opinion No.30
“Reporting the Results of Operations — Reporting the Effects

of Disposal of a Segment of a Business, and Extraordinary,
Unusual and Infrequently Occurring Events and Transactions”
for the disposal of a segment of a business. Long-lived assets
are tested for impairment if certain triggers occur. The adoption
of this standard did not have a material impact on the finan-
cial statements.

Derivative Financial Instruments The company uses deriva-
tive financial instruments primarily for purposes of hedging
exposures to fluctuations in interest rates, foreign currency
exchange rates, commeodities and equity-linked employee
benefit obligations. Beginning in 2001, all derivatives are
accounted for in accordance with SFAS No. 133 “Accounting
for Derivatives and Hedging Activities,” as amended by

SFAS No. 137 and No. 138. All derivatives are recognized on
the balance sheet at fair value. Changes in the fair value of
derivatives are recorded in earnings or other comprehensive
income, based on whether the instrument is designated as
part of a hedge transaction and, if so, the type of hedge trans-
action. Gains or losses on derivative instruments reported in
other comprehensive income are reclassified to earnings in
the period in which earnings are affected by the underlying
hedged item. The ineffective portion of all hedges is recog-
nized in earnings in the current period. The cumulative effect
of adopting SFAS No. 133 was not material to the company’s
consolidated financial statements.

Stock-Based Compensation In December 2002, the

FASB issued SFAS No. 148 “Accounting for Stock-Based
Compensation — Transition and Disclosure.” This standard
amends the transition and disclosure requirements of

SFAS No. 123 “Accounting for Stock-Based Compensation.”
As permitted by SFAS No. 148, the company accounts for
stock option grants and restricted stock awards in accordance
with APB Opinion No. 25 “Accounting for Stock Issued to
Employees” and related interpretations. Accordingly, no
compensation expense has been recognized for stock options
since all options granted had an exercise price equal to

the market value of the underlying stock on the grant date.
Restricted stock awards are expensed. See also Note 19 of
the Notes to Consolidated Financial Statements. The company



currently does not intend to transition to the use of a fair
value method for accounting for stock-based compensation.
The following table illustrates the effect on net earnings

and earnings per share if the company had applied the fair
value recognition provisions of SFAS Ne. 123 to stock-based
employee compensation.

2003 2002 2001
Net Earnings, as repbrted $ 595 $ 525 $ 649
Add: Stock-based employee compensation

expense included in reported net earnings,

net of related tax effects® 13 19 15
Deduct: Total stock-based employee

compensation expense determined under

fair value based methad for all awards,

net of related tax effects (37) (34) (29)
Pro forma net earnings $ 571 $ 510 $ 635
Earnings per share:

Basic — as reported $1.45 $1.28 3$1.57

Basic - pro forma $1.39 $1.24 $1.63

Diluted — as reported $1.45 $1.28 $1.55

Diluted - pro forma $1.39 $1.24 $1.52

1 Represents restricted stock expense.

The weighted average fair value of options granted in 2003,
2002 and 2001 was estimated as $5.91, $8.09 and $7.96,
respectively. The fair value of each option grant at grant date
is estimated using the Black-Scholes option pricing model.
The following weighted average assumptions were used for
grants in 2003, 2002 and 2001:

2003 2002 2001
Risk-free interest rate 4.0% 5.0% 5.1%
Expected fife (in years) 6 6 6
Expected volatility 26% 31% 30%
Expected dividend yield 2.8% 2.2% 3.1%

Use of Estimates Generally accepted accounting principles
require management to make estimates and assumptions that
affect assets and liabilities, contingent assets and liabilities,
and revenues and expenses. Actual results could differ from
those estimates.

Income Taxes Income taxes are accounted for under the
asset and liability method. Deferred tax assets and liabilities
are recognized for the future tax consequences attributable to
differences between the financial statement carrying amounts
of assets and liabilities and their respective tax bases and
operating loss and tax credit carryforwards. Deferred tax assets
and liabilities are measured using enacted tax rates expected
to apply to taxable income in the years in which those tempo-
rary differences are expected to be recovered or settled. The
effect on deferred tax assets and liabilities of a change in tax
rates is recognized in income in the period that includes the
enactment date. Valuation allowances are recorded to reduce
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deferred tax assets when it is more likely than not that a tax
benefit will not be realized.

Reclassifications Prior year financial statements and footnotes
have been reclassified to conform to the current year
presentation.

Recently Issued Accounting Pronouncements in July 2002,
the FASB issued SFAS No. 146 “Accounting for Exit or Disposal
Activities.” The provisions of this standard are effective for
disposal activities initiated after December 31, 2002, with early
application encouraged. The adoption of this standard did not
have a material impact on the financial statements.

In January 2003, the FASB issued Interpretation No. 46
“Consolidation of Variable Interest Entities, an Interpretation
of ARB 51." This Interpretation addressed consolidation by
business enterprises of certain variable interest entities (VIEs).
The Interpretation is effective immediately for all enterprises
with variable interests in VIEs created after January 31, 2003.
For variable interests in VIEs created before February 1,
2003, the provisions of this Interpretation will be applicable
no later than the beginning of the first interim or annual
period beginning after June 15, 2003. Further, the disclosure
requirements of the Interpretation are applicable for all
financial statements initially issued after January 31, 2003,
regardless of the date on which the VIE was created. The
adoption of this standard is not expected to have a material
impact on the financial statements.

The EITF reached a consensus on Issue No.02-17
“Recognition of Customer Relationship Intangible Assets
Acquired in a Business Combination,” which clarifies

certain recognition requirements in SFAS No. 141 “Business
Combinations.” The guidance in this Issue is to be applied to
business combinations consummated and goodwill impairment
tests performed after October 25, 2002. The company does
not expect its application to have a material impact on the
financial statements.

In April 2003, the FASB issued SFAS No. 149 “Amendment
of Statement 133 on Derivative Instruments and Hedging
Activities.” This standard amends and clarifies financial
accounting and reporting for derivative instruments and
hedging activities, primarily as a result of decisions made

by the FASB Derivatives Implementation Group subseguent
to the original issuance of SFAS No. 133 and in connection
with other FASB projects. This standard is generally effective
prospectively for contracts and hedging relationships entered
into or modified after June 30, 2003. The company does
not expect its application to have a material impact on the
financial statements.

In May 2003, the FASB issued SFAS No. 150 “Accounting
for Certain Financial Instruments with Characteristics of both
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Liabilities and Equity.” SFAS No. 150 changes the accounting
for certain financial instruments that, under previous guidance,
could be classified as equity or “mezzanine” equity, by now
requiring thase instruments to be classified as liabilities {or
assets in some circumstances) in the statement of financial
position. Further, SFAS No. 150 requires disclosure regarding
the terms of those instruments and settlement alternatives.
The guidance in SFAS No. 150 is generally effective for all
financial instruments entered into or modified after May 31,
2003, and is otherwise effective at the beginning of the first
interim period beginning after June 15, 2003. The company
is in the process of evaluating this standard, but does

not expect the adoption to have a material impact on the
financial statements.

2 | Comprehensive Income

Total comprehensive income is comprised of net earnings, net
foreign currency translation adjustments, minimum pension
liability adjustments (see Note 9), and net unrealized gains
and losses on cash-flow hedges. Total comprehensive income
for the twelve months ended August 3, 2003, July 28, 2002
and July 29, 2001 was $760, $368, and $552, respectively.

The components of Accumulated other comprehensive loss,
as reflected in the Statements of Shareowners' Equity (Deficit),
consisted of the following:

2003 2002

Foreign currency translation adjustments $(101) $(275)

Cash-flow hedges, net of tax (5) 2

Minimum pension fiability, net of tax (210)  (208)
Total Accumulated other

comprehensive loss $(316) $(481)

1 Includes a tax benefit of $120 in 2003 and $119 in 2002.

3 | Goodwill and Intangible Assets

On July 29, 2002 the company adopted SFAS No. 142
“Goodwill and Other Intangible Assets.” Under this standard,
goodwill and intangible assets with indefinite useful lives are no
longer amortized, but rather are to be tested at least annually for
impairment. Intangible assets with finite lives should continue
to be amortized over the estimated useful life and reviewed for
impairment in accordance with SFAS No. 144 “Accounting for
the Impairment or Disposal of Long-lived Assets.” In connec-
tion with the adoption of SFAS No. 142, the company was
required to perform an impairment assessment on all goodwill
and indefinite-lived intangible assets as of July 29, 2002. The
assessment of the indefinite-lived intangible assets requires a
comparison between the fair value and carrying value of the
intangible asset. To the extent the carrying value exceeds the
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fair value, an impairment loss is recognized. The assessment
of goodwill is a two-step process in which the first step identi-
fies impairment by requiring a comparison of the fair value of
each reporting unit to the carrying value, including goodwill
allocated to the unit. If the carrying value exceeds the fair value,
goodwill is considered to be impaired. The amount of impair-
ment is measured in a second step as the difference between
the carrying value of goodwill and the “implied” fair value of
goodwill, which is determined by calculating goodwill as if the
reporting unit had just been acquired and accounted for as

a business combination. Fair values were determined using
discounted cash flow analyses. As a result of this evaluation,
the company recorded a non-cash after-tax charge of $31 (net
of a $17 tax benefit), or $.08 per share, for impaired goodwill
associated with the Stockpot business, a food service business
acquired in August 1998. Stockpot is a reporting unit in the
North America Soup and Away From Home segment. This non-
cash charge was recorded as a cumulative effect of a change
in accounting principle. The impairment of Stockpot goodwill is
the result of a reduction in actual sales attained and forecasted
future sales growth relative to projections made at the time of
the acquisition.

The provisions of SFAS No. 142 are to be applied on a
prospective basis and prior year results are not to be restated.
The following tables present a reconciliation of earnings before
cumulative effect of accounting change, adjusted to exclude
amortization of goodwill and indefinite-lived intangible assets:

2003! 2002 2001

Earnings before cumulative effect
of accounting change, as reported $626 $525 $649

Add back: Goodwill Amortization — 36 29
Trademark Amartization — 18 11

Adjusted earnings before cumulative

effect of accounting change $626 $579 $689

2003! 2002 2001
Basic earnings per share before cumulative
effect of accounting change, as reported $1.52 $1.28 $1.57
Add back: Goodwill Amortization —_ 0.09 0.07
Trademark Amoartization — .04 0.03
Adjusted basic earnings per share before
cumulative effect of accounting change $1.52 $1.41 $1.66
2003" 2002 2001
Diluted earnings per share before cumulative
effect of accounting change, as reported $1.52 $1.28 $1.55
Add back: Goodwill Amortization — 0.08 0.07
Trademark Amortization — 0.04 0.03
Adjusted diluted earnings per share before
cumulative effect of accounting change $1.52 $1.41 $1.65

1 in the first quarter of 2003, the company recognized a $31 (net of a $17 tax benefit), or $.08
per share, cumulative effect of accounting change related to the adoption of SFAS No. 142,




The following table sets forth balance sheet information for
intangible assets, excluding goodwill, subject to amortization
and intangible assets not subject to amortization:

August 3, 2003

Carrying Accumulated
Amount Amortization

July 28, 2002

Carrying Accurnulated
Amount  Amortization

Intangible assets subject to
amortization:!

Trademarks $6 $(2) $5 $(D
Other 16 (7) 15 (5)
Total $22 $(9) $20 $(6)

Intangible assets not subject to
amortization:?

Trademarks $ 975 $908
Pension 28 31
Other 2 —
Total $1,005 $939

1 Amortization related to these assets was approximately $2 for 2003. The estimated
aggregated amortization expense for each of the five succeeding fiscal years is less than
$2 per year. Asset useful lives range from five to thirty-four vears.

2 Tota! carrying amount is net of accumutated amortization through July 28, 2002.

Changes in the carrying amount for goodwill for the period
ended August 3, 2003 are as follows:

North America Narth America
Soupand  Sauces and  Biscuits and

international
Soup and

Away From Home Beverages Confectionery Sauces Total
Balance at
July 28, 2002 $336 $365 $339 $541 $1,581
Goodwill acquired — — 92 11 103
Impairment losses (48) — — — (48)
Foreign currency
translation adjustment 10 — 93 64 167
Balance at
August 3, 2003 $298 $365 $524 $616 $1,803

4 | Business and Geographic Segment information

Campbell Soup Company, together with its consolidated
subsidiaries, is a global manufacturer and marketer of high
quality, branded convenience food products. Through 2001,
the company was organized and reported the results of
operations in three business segments: Soup and Sauces,
Biscuits and Confectionery, and Away From Home.

Beginning in 2002, the company changed its organizational
structure such that operations are managed and reported

in four segments: North America Soup and Away From
Home, North America Sauces and Beverages, Biscuits and
Confectionery, and International Soup and Sauces. Segment
financial information has been modified for all periods in
order to conform to the new structure. In addition, Net sales
reflect the reclassifications related to the adoption of the new
accounting standard as discussed in Note 1.
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The North America Soup and Away From Home segment
comprises the retail soup and Away From Home business

in the U.S. and Canada. The U.S. retail business includes
the Campbell’s brand condensed and ready-to-serve soups
and Swanson broths. The segment includes the company’s
total business in Canada, which comprises the Habitant

and Campbell’s soups, Prego pasta sauce and V8 juices.

The Away From Home operations represent the distribu-

tion of products such as Campbell’s soups, Campbell's
specialty entrees, beverage products, cther prepared foods
and Pepperidge Farm products through various food service
channels in North America. The North America Sauces

and Beverages segment includes Prego pasta sauces, Pace
Mexican sauces, Franco-American canned pastas and gravies,
V8 vegetable juices, V8 Splash juice beverages, Campbell’s
tomato juice, as well as the total of all businesses in Mexico
and other Latin American and Caribbean countries. The
Biscuits and Confectionery segment includes all retail sales
of Pepperidge Farm cookies, crackers, breads and frozen
products in North America, Arnott’s biscuits and crackers in
Australia and Asia Pacific, Arnott’s Snackfoods salty snacks in
Australia, and Godiva chocolates worldwide. The International
Soup and Sauces segment comprises operations outside of
North America, including Erasco and Heisse Tasse soups

in Germany, Liebig and Royco soups and Lesieur sauces

in France, Campbell’s and Batchelors soups, Oxo stock
cubes and Homepride sauces in the United Kingdom, Devos
Lemmens mayonnaise and cold sauces and Campbell’s and
Royco soups in Belgium, Bld Band soups in Sweden, and
McDonnells and Erin soups in Ireland. In Asia Pacific, opera-
tions include Campbell’s soups and stock and Swanson broths
across the region.

Accounting policies for measuring segment assets and
earnings before interest and taxes are substantially consis-
tent with those described in Note 1. The company evaluates
segment performance before interest and taxes, excluding
certain non-recurring charges. The North America Soup and
Away From Home and North America Sauces and Beverages
segments operate under an integrated supply chain crgani-
zation, sharing substantially all manufacturing, warehouse,
distribution and sales activities. Accordingly, assets have
been allocated between the two segments based on various
measures, for example, budgeted production hours for fixed
assets and depreciation,

The company’s largest customer, Wal-Mart Stores, Inc. and its
affiliates, accounted for approximately 12% of consolidated net
sales during 2003 and 2002. All of the company’s segments
sold products to Wal-Mart Stores, Inc. or its affiliates.

Segment financial information for 2003 reflects the adoption
of SFAS No. 142 as discussed in Note 3. Operating Segment
results for 2002 and 2001 have been adjusted to reflect the

37



7

(dollars in millions, except per share amounts)

pro forma impact of amortization eliminated under the standard.
Amortization expense of $70 and $54 for 2002 and 2001,
respectively, has been eliminated from the prior period results.

Information about operations by business segment, reflecting
the reclassifications described in Note 1, is as follows:

Business Segments
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new accounting standards related to the income statement classification of certain consumer
and trade sales promotion expenses, such as coupon redemption costs, cooperative
advertising programs and in-store display incentives. As a result, the reclassifications,
recorded in 2002, reduced Net sales by $893 far 2001. See Note 1 for further discussion.

3 Contributions to earnings before interest and taxes by the Biscuits and Confectianery
segment include the effect of costs of $1 in 2003, $20 in 2002, and $15 in 2001 associated
with the Australian manufacturing reconfiguration.

Geographic Area Information

Earnings . . . . . .
Before Depreciation Capital Information about operations in different geographic areas is
interest and Expen- Segment
2003 Net Sales and Taxes® Amortization ditures Assets as fOl iOWS:
North America Soup Net sales! 2003 2002 2001
and Away From Home $2/606 $ 632 $ 62 $ 71 $1,237 United States $4.509 $4339 $4.313
North America Sauces
4
and Beverages 1,246 289 34 a2 1213 Uroee 969 843 558
- Australia/Asia Pacific 779 554 517
Biscuits and _
Confectionery 1,774 212 85 115 1,680  Other countries 492 502 455
{nternational Soup Adjustments and eliminations (111) (105) (72)
and Sauces 1,052 128 30 34 1775 Consolidated $6,678 $6,133 $5,771
Corporate .:mdl Earnings before interest and taxes 2003 2002 2001
Eliminations — (156) 32 21 300 United States $965 § 913 $1.137
Totai $6,678 $1,105 $243 $283 $6,205 Europe 126 92 53
Earnings . . .
Before Depraciation Capital Australia/Asia Pacific 93 41 46
Interest and Expen- Segment ;
2002 Net Sales  and Tear:es3 Amortization d)\(tures Assets Other countries 77 81 81
North America Soup Segment earnings before interest and taxes 1,261 1,127 1,317
and Away From Home $2,524 $ 634 $ 58 $ 75 $1,263 Unallocated corporate expenses (156) (143) (123)
North America Sauces Consolidated $1,105 $ 984 $1,194
and Beverages 1,182 257 32 47 1,228 Identifiable assets 2003 2002 2001
Biscuits and United States $2,774 $2,797 $2737
Confectionery 1,507 186 30 100 1,276
ot s Europe 1,718 1,586 1,472
nternational Soup ) . .
and Sauces 920 120 27 28 1,632 Australia/Asia Pacific 1,100 725 717
Corporate and Other countries 313 288 293
Eliminations® —  (143) 42 19 322 Corporate 300 325 708
Total $6,133 $1054 $249  $269. $5721 Consolidated $6,205 $5721 $5927
Earnings 1 In the fourth quarter of 2001, the company adopted new guidance on the classification of
Before Oepreciation Capital shipping and handling costs. Shipping and handfing costs of $207 for 2001 were reclassified
s mterest3 ‘ a_nd Expen- Segment from Net sales to Cost of products sold. In the first quarter of 2002, the company adopted
2001 Net Sales” and Taxes” Amortization ditures Assets new accounting standards related to the income statement classification of certain consumer
North America Soup and trade sales promotion expenses, such as coupon redemption costs, cooperative
- advertising programs and in-store display incentives. As a result, the reclassifications,
and Away From Home $2532 § 784 $ 57 $ 59 $1,248 recorded in 2002, reduced Net sales $893 for 2001. See Note 1 for further discussion.
North America Sauces
and Beverages 1,161 316 32 33 1243 Transfers between geographic areas are recorded at cost plus
Biscuits and markup or at market. Identifiable assets are those assets,
Confectionery 1,446 208 76 77 1,245 including goodwill, which are identified with the operations in
International Soup each geographic region. The restructuring charges in 2002
and Sauces 632 63 20 2l 1518 444 2001 were allocated to Australia/Asia Pacific.
Corporate and
Eliminations' — (123) 27 10 668
Total $5771 $1,248  $212  $200 $50927 5 | Restructuring Program

1 Represents unallocated corporate expenses and unallocated assets, including corporate
offices, deferred income taxes and prepaid pension assets.

2 In the fourth quarter of 2001, the company adopted new guidance on the classification of
shipping and handling costs. Shipping and handling costs of $207 for 2001 were reclassified
from Net sales to Cost of products sold. In the first quarter of 2002, the company adopted

A restructuring charge of $10 ($7 after tax) was recorded in
the fourth quarter 2001 for severance costs associated with
the reconfiguration of the manufacturing network of Arnott’s in
Australia. In the second quarter 2002, the company recorded




an additional $1 restructuring charge related to planned
severance actions. Related costs of approximately $1 in 2003,
$19 ($13 after tax) in 2002, and $5 ($4 after tax) in 2001
were recorded as Cost of products sold, primarily representing
accelerated depreciation on assets to be taken out of service.
This program was designed to drive greater manufacturing
efficiency resulting from the closure of the Melbourne

plant. Approximately 550 jobs were eliminated due to the
plant closure.

A summary of restructuring reserves at August 3, 2003 and
related activity is as follows:

Accrued
Balance at

Accrued
Balance at

July 28, August 3,

2002 Spending 2003

Severance pay and benefits $4 (4} $—

6 | Other Expenses

2003 2002 2001

Foreign exchange losses $15 $ 9 $ 2
Amortization of intangible and other assets 2 78 57
Gain on asset sales (16) (6) —
Adjustments to long-term investments 36 16 10
Other (9) 2 9

$28 $99 $78

Adjustments to long-term investments represent a non-cash
write-down to estimated fair market value of investments in
affordable housing partnerships.

In 2003, certain stock-based incentive compensation costs
and deferred compensation expenses were reclassified from
Other expenses to reflect the costs by function on various
lines of the Statements of Earnings. Prior pericds have been
reclassified to conform to the current presentation.

7 Interest Expense

2003 2002 2001
Interest expense $188 $191 $222
Less: Interest capitalized 2 1 3

$186 $190 $219

8 | Acquisitions

in the first quarter 2003, the company acquired two businesses
for cash consideration of approximately $170 and assumed
debt of approximately $20. The company acquired Snack
Foods Limited, a leader in the Australian salty snack category,
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and Erin Foods, the number two dry soup manufacturer in
Ireland. Snack Foods Limited is included in the Biscuits

and Confectionery segment. Erin Foods is included in the
International Scup and Sauces segment. The businesses have
annual sales of approximately $160. The pro forma impact on
net earnings or earnings per share for the prior periods would
not have been material.

In May 2001, the company acquired the assets of the
European culinary brands business, comprised of several
soup and sauce businesses, from Unilever, PLC/Unilever
N.V. for approximately $920. The acquisition was financed
with available cash and commercial paper borrowings. This
acquisition was accounted for as a purchase transaction,

and operations of the acquired business are included in

the financial statements from May 4, 2001, the date the
acquisition was consummated. The purchase price was
allocated as follows: approximately $100 to fixed assets

and inventory; approximately $490 to trademarks and other
identifiable intangible assets; and approximately $330 to

the excess of the purchase price over net assets acquired
(goodwill). Goodwill and trademarks were being amortized on
a straight-line basis over 40 years. An additional purchase
price adjustment of $15 was paid in 2002 related to inventory.
Had the acquisition occurred at the beginning of 2001, based
on unaudited data, net sales for 2001 would have increased
approximately $300, and net earnings would have decreased
$2 in 2001. Basic and diluted earnings per share would

have decreased $.01. These pro forma estimates factor in
certain adjustments, including amortization of goodwill which
has since been eliminated under SFAS No. 142, additional
depreciation expense, increased interest expense on debt
related to the acquisition, and related income tax effects. The
pro forma results do not include any synergies expected to
result from the acquisition.

9 | Pension and Postretirement Benefits

Pension Benefits Substantially all of the company's U.S. and
certain non-U.S. employees are covered by noncontributory
defined benefit pension plans. In 1999, the company
implemented significant amendments to certain U.S. plans.
Under a new formula, retirement benefits are determined
based on percentages of annual pay and age. To minimize
the impact of converting to the new formula, service and
earnings credit will continue to accrue for active employees
participating in the plans under the formula prior to the
amendments through the year 2014, Employees will receive
the benefit from either the new or old formula, whichever

is higher. Benefits become vested upon the completion of
five years of service. Benefits are paid from funds previously
provided to trustees and insurance companies or are paid

39



40

>

““Notes to Consolidated Financial Statements

(dollars in millions, except per share amounts)

directly by the company from general funds. Plan assets
consist primarily of investments in equities, fixed income
securities, and real estate.

Postretirement Benefits The company provides postretirement
benefits including health care and life insurance to substan-
tially all retired U.S. employees and their dependents. In 1999,
changes were made to the postretirement benefits offered to
certain U.S. employees. Participants who were not receiving
postretirement benefits as of May 1, 1999 will no longer be
eligible to receive such benefits in the future, but the company
will provide access to health care coverage for non-eligible
future retirees on a group basis. Costs will be paid by the
participants. To preserve the economic benefits for employees
near retirement, participants who were at least age 55 and had

Change in the fair value of pension plan assets:

2003 2002
Fair value at beginning of year $1,377 $1,644
Acquisition adjustment 12 —
Actual return on plan assets 172 (159)
Employer contributions 19 2
Participants contributions 2 —_
Benefits paid (127) (118)
Foreign currency adjustment 17 2
Fair value at end of year $1,472 $1,377

Funded status as recognized in the Consolidated Balance
Sheets:

Pension Postretirement

at least 10 years of continuous service remain eligible for post- 2008 2002 2008 200
retirement benefits. Funded status at end of year $(326) $(292) $(373) $(340)
Unrecognized prior service cost 51 57 (22) (33)
Components of net periodic benefit cost: Unrecognized loss 682 644 72 36
Pension 2003 2002 2001 Net amount recognized $ 407 $ 409  $(323) $(337)
Service cost $ 46 $ 36 $ 35
interest cost 112 109 106 Amounts recognized in the Consolidated Balance Sheets:
Expected return on plan assets (153) (159) (158) Pension 2003 2002
Amortization of net transition obligation — — (1y  Prepaid benefit cost $ 49 $ 5l
Amortization of prior service cost 6 6 5 Intangible asset 28 31
Recognized net actuaria! loss 14 4 1 Accumulated other comprehensive loss 330 327
Curtailment/special terminaticn benefits 4 — — Net amount recognized $407 $409
Net periodic pension (income) expense $ 29 $ 4 % (12
Postretirement 2003 sz soo1 The prgjected benefit obligation, accumu‘lated beneﬁt obligation,
and fair value of plan assets for the pension plans with accumu-
Service cost $ 04 %8 5 5 3 lated benefit obligations in excess of plan assets were $1,256,
Interest cost 21 2l 20 $1,131 and $929, respectively, as of August 3, 2003 and
Amortization of prior service cost an s a2 $1,144, $1,048 and $864, respectively, as of July 28, 2002.
Amortization of net gain — — (7) ] ‘ )
Net periodic postratirement expense s 14 5 12 3 4 The currgnt portion of ngqpensmn postretirement benefits
included in Accrued liabilities was $19 at August 3, 2003 and
Chénge in benefit obligation: ‘ ‘ July 28, 2002,
2003 pension 2002 2o:;wememe;(§oz Pension
Obligation at beginning of year  $1,669 $1522  $340  $338  Weighted-average assumptions of the company’s global plans
Acquisition adjustment 13 — — _ atendof year:
Service cost 46 36 4 5 2003 2002 2o
Interest cost 112 109 21 21 Discount rate for benefit obligation 6.39% 6.90% 7.25%
Plan amendments _ 6 _ (16) Expected return on plan assets 8.80% 9.30% 10.00%
Actuarial loss 62 117 37 21 Rate of compensation increases 4.43% 4.50% 4.50%
Participant contributions 2 — —_ — Pastretirement
Curtailment/ The discount rate used to determine the accumulated post-
special termination benefits 4 - - ~  retirement benefit obligation was 6.50% in 2003 and 7.00%
Benefits paid (132) 123 (29) 29)in 2002. The assumed health care cost trend rate used to
Foreign currency adjustment 22 2 - —  measure the accumulated postretirement benefit obligation
Benefit obligation at end of year $1,798 $1,669  $373 $340 was 9%, declining to 4.50% in 2008 and continuing at 4.50%

thereafter.




A one percentage point change in assumed health care costs

would have the following effects on 2003 reported amounts:

Decrease
$ @
$(28)

tncrease

Effect on service and interest cost $ 3
Effect on the 2003 accumuiated benefit obligation $32

Obligations related to non-U.S. postretirement benefit plans
are not significant since these benefits are generally provided
through government-sponsored plans.

Savings Plan The company sponsors employee savings plans
which cover substantially all U.S. employees. After one year of
continuous service, the company generally matches 50% of
employee contributions up to 5% of compensation. Amounts
charged to Costs and expenses were $11 in 2003, $13 in
2002, and $11 in 2001.

10 | Taxes on Earnings

The provision for income taxes on earnings consists of the
following:

2003 2002 2001
Income taxes:
Currently payable
Federal $178 $201 $254
State 13 19 29
Non-U.S. 35 48 51
226 268 334
Deferred
Federal 62 7 13
State 1 — o))
Non-U.S. 9 © (8)
72 5 4
$298 $273 $338
Earnings before income taxes:
United States $752 $685 $835
Non-U.S. 172 113 152
$924 $798 $987
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The following is a reconciliation of the effective income tax
rate on continuing operations with the U.S. federal statutory
income tax rate:

2003 2002 2001
Federal statutory income tax rate 35.0% 35.0% 35.0%
State income taxes (net of federal tax benefit) 1.0 1.6 15
Non-U.S. earnings taxed at other

than federal statutory rate (1.9) (0.1) (0.9)

Tax loss carryforwards
Other

(0.1) (0.4) 0.3)
(1.8) (1.9) (1.

Effective income tax rate 32.2% 34.2% 34.2%
Deferred tax liabilities and assets are comprised of the
following:
2003 2002

Depreciation $170 $154
Pensions 24 10
Amortization 138 125
Other 109 113

Deferred tax liabilities 441 402
Benefits and compensation 186 195
Tax loss carryforwards ) 20 12
Other ' 100 103

Gross deferred tax assets 306 310
Deferred tax asset valuation allowance (20) (10)

Net deferred tax assets 286 300
Net deferred tax liability $155 $102

At August 3, 2003, non-U.S. subsidiaries of the company
have tax loss carryforwards of approximately $56. Of these
carryforwards, $8 expire through 2008 and $48 may be
carried forward indefinitely. The current statutory tax rates
in these countries range from 28% to 46%.

U.S. income taxes have not been provided on undistributed
earnings of non-U.S. subsidiaries of approximately $530,
which are deemed to be permanently invested. If remitted,
tax credits or planning strategies should substantially offset
any resulting tax liability.

11| Accounts Receivable

2003 2002
Customers $425 $431
Allowances (40) (36)

385 395
Other 28 22
$413 $417
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12 | Inventories

2003 2002

>”Notes to Consolidated Financial Statements

The decrease in the carrying value of these investments
represents a write-down to estimated fair market value.

Raw materials, containers and supplies $264 $231
Finished products 445 407
$709 $638

Approximately 57% of inventory in 2003 and 60% in 2002 is
accounted for on the last in, first out method of determining
cost. If the first in, first out inventory valuation method had been
used exclusively, inventories would not differ materially from the
amounts reported at August 3, 2003 and July 28, 2002.

13 | Other Current Assets

) 2003
Deferred taxes $ 90

2002

$ 86
Other 46 37
$136 $123

14 | Plant Assets
2003 2002
Land $ 66 $ 53
Buildings 974 868
Machinery and equipment 2,827 2,482
Projects in progress 145 230
4,012 3,633
Accumulated depreciation (2,169) (1,949)
$1,843 $1,684

Depreciation expense provided in Costs and expenses was
$241 in 2003 and in 2002, and $209 in 2001. Approximately
$105 of capital expenditures are required to complete projects
in progress at August 3, 2003.

15 | Other Assets

2003 2002

Prepaid pension benefit cost $ 49 $ 51
Investments 162 198
Other 40 55

$251 $304

Investments consist primarily of several limited partnership
interests in affordable housing partnership funds. These
investments generate significant tax credits. The company’s
ownership primarily ranges from approximately 12% to 19%.

16 | Notes Payable and Long-term Debt

Notes payable consists of the following:

2003 2002

Commercial paper $ 668 §$ 886
Current portion of Long-term Debt 600 301
Variable-rate bank borrowings 11 9

$1,279 $1,196

Commercial paper had a weighted average interest rate of
2.33% and 2.54% at August 3, 2003 and July 28, 2002,
respectively.

The current portion of Long-term Debt had a weighted average
interest rate of 3.15% and 6.16% at August 3, 2003 and
July 28, 2002, respectively.

The cempany has two committed lines of credit totaling
$1,800 that support commercial paper borrowings and remain
unused at August 3, 2003, except for $31 of standby letters of
credit issued on behalf of the company.

Long-term Debt consists of the following:

Type Fiscal Year of Maturity Rate 2003 2002
Notes 2004 475% $ — $ 300
Notes 2004!  1.54% — 300
Notes 2007  6.90% 300 300
Notes 2007  5.50% 300 300
Notes 2009  5.88% 300 300
Notes 2011  6.75% 700 700
Notes 2013 5.00% 400 —
Debentures 2021  8.88% 200 200
Other 49 49

$2,249  $2,449

1 $300 notional value swapped to fixed rate debt at 3.86%.

The fair value of the company’s long-term debt including the
current portion of long-term debt in Notes payable was $3,080
at August 3, 2003, and $2,952 at July 28, 2002.

The company has $600 of long-term debt available to issue
as of August 3, 2003 under a shelf registration statement filed
with the Securities and Exchange Commission.

Principal amounts of long-term debt mature as follows: 2004-
$601 (in current liabilities); 2005-$1; 2006-$1; 2007-$605;
2008-%1 and beyond-$1,641.




17 | Other Liabilities

2003 2002
Deferred taxes $245 $188
Deferred compensation 102 121
Postemployment benefits 19 15
Other 116 65

$482 $389

The deferred compensation plan is an unfunded plan main-
tained for the purpose of providing the company’s directors
and certain of its executives the opportunity to defer a portion
of their compensation. All forms of compensation contrib-
uted to the deferred compensation plan are accounted for in
accordance with the underlying program. Contributions are
credited to an investment account in the participant's name,
although no funds are actually contributed to the investment
account and no investment choices are actually purchased.
Four investment choices are available, including: (1) a book
account which tracks the total return on company stock;

(2) a book account that tracks performance of Fidelity's
Spartan U.S. Equity Index Fund; (3) a book account which
tracks the performance of Fidelity's Puritan Fund and; (4) a
book account that credits interest based on the Wall Street
Journal indexed prime rate. Participants can reallocate
investments daily and are entitled to the gains and losses

on investment funds. The company recognizes an amount
in the Statements of Earnings for the market appreciation/
depreciation of each fund, as appropriate.

18 | Financial Instruments

The carrying values of cash and cash eguivalents, accounts
and noles receivable, accounts payable and short-term debt
approximate fair value. The fair value of long-term debt, as
indicated in Note 16, and derivative financial instruments is
based on quoted market prices.

In 2001, the company adopted SFAS No. 133, "Accounting for
Derivative Instruments and Hedging Activities,” as amended
by SFAS No.138 and SFAS No. 149. The standard requires
that all derivative instruments be recorded on the balance
sheet at fair value and establishes criteria for designation and
effectiveness of the hedging relationships.

The company utilizes certain derivative financial instruments
to enhance its ability to manage risk, including interest

rate, foreign currency, commodity and certain equity-linked
employee compensation exposures which exist as part of
ongoing business operations. Derivative instruments are
entered into for periods consistent with related underlying
exposures and do not constitute positions independent of
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those exposures. The company does not enter into contracts
for speculative purposes, nor is it a party to any leveraged
derivative instrument.

The company is exposed to credit loss in the event of nonper-
formance by the counterparties on derivative contracts. The
company minimizes its credit risk on these transactions by
dealing only with leading, credit-worthy financial institutions
having long-term credit ratings of “A” or better and, therefore,
does not anticipate nonperformance. In addition, the contracts
are distributed among several financial institutions, thus mini-
mizing credit risk concentration.

All derivatives are recognized on the balance sheet at fair

value. On the date the derivative confract is entered into, the
company designates the derivative as (1) a hedge of the fair
value of a recognized asset or liability or of an unrecognized
firm commitment (fair-value hedge), (2) a hedge of a forecasted
transaction or of the variability of cash flows to be received or
paid related to a recognized asset or liability (cash-flow hedge),
(3) a foreign-currency fair-value or cash-flow hedge (foreign-
currency hedge), or (4) a hedge of a net investment in a foreign
operation. Some derivatives may also be considered natural
hedging instruments (changes in fair value are recognized to act
as economic offsets to changes in fair value of the underlying
hedged item and do not gualify for hedge accounting under
SFAS No. 133).

Changes in the fair value of a fair-value hedge, along with

the loss or gain on the hedged asset or liability that is
attributable to the hedged risk (including losses or gains on
firm commitments), are recorded in current period earnings.
Changes in the fair value of a cash-flow hedge are recorded
in other comprehensive income, until earnings are affected
by the variability of cash flows. Changes in the fair value

of a foreign-currency hedge are recorded in either current-
period earnings or other comprehensive income, depending
on whether the hedge transaction is a fair-value hedge (e.g.,
a hedge of a firm commitment that is to be settled in foreign
currency) or a cash-flow hedge (e.g., a hedge of a foreign-
currency-denominated forecasted transaction). If, however, a
derivative is used as a hedge of a net investment in a foreign
operation, its changes in fair value, to the extent effective as a
hedge, are recorded in the cumulative translation adjustments
account within Shareowners' equity (deficit).

The company finances a portion of its operations through debt
instruments primarily consisting of commercial paper, notes,
debentures and bank loans. The company utilizes interest rate
swap agreements to minimize worldwide financing costs and
to achieve a targeted ratio of variable versus fixed-rate debt.

In November 2002, the company terminated interest rate swap
contracts with a notional value of $250 that converted fixed-
rate debt (6.75% notes due 2011) to variable and received
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$37. Of this amount, $3 represented accrued interest earned
on the swap prior to the termination date. The remainder of
$34 is being amortized over the remaining life of the notes as
a reduction to interest expense. The company also entered
into ten-year interest rate swaps that converted $300 of ten-
year 5% fixed-rate notes issued in November 2002 to variable.

In 2002, the company entered into interest rate swaps that
convert fixed-rate debt (5.50% notes due in 2007 and 5.875%
notes due in 2009) to variable. These swaps mature in 2007
and 2009, respectively, and are accounted for as fair-value
hedges. The amounts paid or received on these hedges and
adjustments to fair value are recognized as adjustments to
interest expense. In 2001, the company entered into interest
rate swaps that convert fixed-rate debt (6.75% notes due in
2011) to variable. These fair-value swaps were terminated in
November 2002. The notional amount of fair-value interest
rate swaps was $475 and $425 at August 3, 2003 and July
28, 2002, respectively. The swaps had a fair value of $2 and
$31 at August 3, 2003 and July 28, 2002, respectively.

In 2002, the company entered into interest rate swaps with a
notional value of $300 that convert variable-rate debt to fixed.
The swaps mature in 2004 and are accounted for as cash-
flow hedges. Consequently, the effective portion of unrealized
gains/(losses) is deferred as a component of Accumulated
other comprehensive income/(loss) and is recognized in
earnings at the time the hedged item affects earnings. The
amounts paid or received on the hedge are recognized as
adjustments to interest expense. The fair value of the swaps
was $(1) as of August 3, 2003,

In anticipation of the $300 seven-year notes issued in
September 2001, the company entered into forward-starting
interest rate swap contracts with a notional value of $138.
Upon issuance of the notes, the contracts were settled at

a loss of approximately $4. This loss was recorded in other
comprehensive income/(loss) and is being amortized to
interest expense over the life of the notes.

The company is exposed to foreign currency exchange risk
as a result of transactions in currencies other than the func-
tional currency of certain subsidiaries. The company utilizes
foreign currency forward purchase and sale contracts, options
and cross-currency swaps in order to manage the volatility
associated with foreign currency purchases and certain inter-
company transactions in the normal course of business.

Qualifying forward exchange contracts and cross-currency
swap contracts are accounted for as cash-flow hedges
when the hedged item is a forecasted transaction, or when
future cash flows related to a recognized asset or liability
are expected to be received or paid. The effective portion of
the changes in fair value on these instruments is recorded
in Accumulated other comprehensive income/(loss) and is

Notes to Consolidated Financial Statements

reclassified into the Statements of Earnings on the same
line item and in the same period or periods in which the
hedged transaction affects earnings. The fair value of these
instruments was $(97) at August 3, 2003.

Qualifying forward exchange contracts are accounted for as
fair-value hedges when the hedged item is a recognized asset,
liability or firm commitment. The fair-value of such contracts
was not material at August 3, 2003.

The company also enters into certain foreign currency
derivative instruments that are not designated as accounting
hedges. These instruments are primarily intended to reduce
volatility of certain intercompany financing transactions. Gains
and losses on derivatives not designated as accounting hedges
are typically recorded in Other expenses, as an offset to gains/
(losses) on the underlying transaction. The fair value of these
instruments was $3 at August 3, 2003,

Foreign currency forward contracts typically have maturities of
less than one year. Principal currencies include the Australian
dollar, British pound, Canadian dollar, euro, Japanese yen and
Swedish krona.

As of August 3, 2003, the accumulated derivative net loss in
other comprehensive income for cash-flow hedges, including
the cross-currency swaps, variable to fixed interest rate
swaps and forward starting swap contracts was $5, net of
tax. As of July 28, 2002, the accumulated derivative net
gain in other comprehensive income for cash-flow hedges,
including the cross-currency swaps, variable to fixed interest
rate swaps and forward starting swap contracts was $2, net
of tax. Reclassifications from Accumulated other compre-
hensive income/(loss) into the Statements of Earnings during
the period ended August 3, 2003 were not material. There
were no discontinued cash-flow hedges during the year. At
August 3, 2003, the maximum maturity date of any cash-flow
hedge was approximately eight years.

Other disclosures related to hedge ineffectiveness, gains/
(losses) excluded from the assessment of hedge effectiveness,
gains/(losses) arising from effective hedges of net investments,
gains/(losses) resulting from the discontinuance of hedge
accounting and reclassifications from other comprehensive
income to earnings have been omitted due to the insignifi-
cance of these amounts.

The company principally uses a combination of purchase
orders and various short- and long-term supply arrangements
in connection with the purchase of raw materials, including
certain commodities and agricultural products. The company
may also enter into commodity futures contracts, as caonsid-
ered appropriate, to reduce the volatility of price fluctuations
for commoadities such as corn, cocoa, soybean meal, soybean
ofl, and wheat. These instruments are designated as cash-flow




hedges. The fair value of the effective portion of the contracts
is recorded in Accumulated other comprehensive income/
(loss) and reclassified into Cost of products sold in the period
in which the underlying transaction is recorded in earnings.
Commodity hedging activity is not material to the company’s
financial statements.

The company is exposed to equity price changes related to
certain employee compensation obligations. Swap contracts
are utilized to hedge exposures relating to certain empioyee
compensation obligations linked to the total return of the
Standard & Poor's 500 Index and the total return of the
company's capital stock. The company pays a variable interest
rate and receives the equity returns under these instruments.
The notional value of the equity swap contracts, which mature
in 2004, was $21 at August 3, 2003. These instruments are
not designated as accounting hedges. Gains and losses are
recorded in the Statements of Earnings. The net asset recorded

under these contracts at August 3, 2003 was approximately $1.
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Restricted shares granted are as follows:

(shares in thousands) 2003 2002 2001
Restricted Shares
Granted 900 94 184

Information about stock options and related activity is as
follows:

Weighted Weighted Weighted

Average Average Average

Exercise Exercise Exercise

(options in thousands) 2003 Price 2002 Price 2001 Price

Beginning of year 30,006 $28.21 17,370 $30.30 24,024 $32.16

Granted 577 22.89 15176 2553 1,361 3195

Exercised (847) 19.66 (827) 1752 (2,434) 16.82

Terminated (874) 28.67 (1,713) 31.16 (929) 40.36
Converted to

restricted stock — — — — (4,652) 46.13

19 | Shareowners’ Equity (Deficit)

The company has authorized 560 million shares of Capital
stock with $.0375 par value and 40 million shares of Preferred
stock, issuable in one or more classes, with or without par as
may be authorized by the Board of Directors. No Preferred
stock has been issued.

The company sponsors a long-term incentive compensation
plan. Under the plan, restricted stock and options may be
granted to certain officers and key employees of the company.
The plan provides for awards up to an aggregate of 50 million
shares of Capital stock. Options are granted at a price not
less than the fair value of the shares on the date of grant

and expire not later than ten years after the date of grant.
Options vest over a three-year period. See also Note 1 to the
Consolidated Financial Statements for additional information
on accounting for stock-based compensation, including

the pro forma impact if the company applied the fair value
recognition provisions of SFAS No.123.

In 2001, the Board of Directors authorized the conversion

of certain stock options to shares of restricted stock based

on specified conversion ratios. The exchange, which was
voluntary, replaced approximately 4.7 million options with
approximately one million restricted shares. Depending on the
original grant date of the options, the restricted shares vest in
2002, 2003 or 2004. The company recognizes compensation
expense throughout the vesting period of the restricted stock.
Compensation expense related to this award was $6 in 2003,
$11 in 2002, and $8 in 2001.

End of year 28,862 $28.29 30,006 $28.21 17,370 $30.30
Exercisable at
end of year 17,665 12,585 12,160
(options in thousands) Stock Options Outstanding Exercisable Options
Weighted
Average  Weighted Weighted
Range of Remaining Average Average
Exercise Contractual Exercise Exercise
Prices Shares Life Price Shares Price
$16.81-$22.60 2,278 2.2 $20.47 2,075 $20.33
$22.61-$31.91 23,336 7.2 $27.26 12,781 $28.80
$31.92-%44 .41 2,715 54 $3870 2,276 $39.88
$44.42-$56.50 533 3.1 $53.97 533 $53.88
28,862 17,665

In 1999, the company entered into forward stock purchase
contracts to partially hedge the company’s equity exposure
from its stock option program. On December 12, 2000, the
company purchased 11 million shares of common stock under
the existing forward contracts for approximately $521.

For the periods presented in the Consolidated Statements of
Earnings, the calculations of basic earnings per share and
earnings per share assuming dilution vary in that the weighted
average shares outstanding assuming dilution includes the
incremental effect of stock options, except when such effect
would be antidilutive. In 2001, the weighted average shares
outstanding assuming dilution also includes the incremental
effect of approximately three million shares under forward
stock purchase contracts.

20 | Commitments and Contingencies

On March 30, 1998, the company effected a spinoff of several
of its non-core businesses to Vlasic Foods International Inc.
(VFI). VFI and severa! of its affiliates (collectively, Vlasic)
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commenced cases under Chapter 11 of the Bankruptcy Code
on January 29, 2001 in the United States Bankruptcy Court for
the District of Delaware. Vlasic's Second Amended Joint Plan
of Distribution under Chapter 11 (the Plan) was confirmed by
an order of the Bankruptcy Court dated November 16, 2001,
and became effective on or about November 29, 2001. The
Plan provides for the assignment of various causes of action
allegedly belonging to the Vlasic estates, including claims
against the company allegedly arising from the spinoff, to VFB
L.L.C., a limited liability company (VFB) whose membership
interests are to be distributed under the Plan to Viasic’s general
unsecured creditors.

On February 19, 2002, VFB commenced a lawsuit against the
company and several of its subsidiaries in the United States
District Court for the District of Delaware alleging, among other
things, fraudulent conveyance, illegal dividends and breaches
of fiduciary duty by Vlasic directors alleged to be under the
company’s control. The lawsuit seeks to hold the company
liable in an amount necessary to satisfy all unpaid claims
against Vlasic {(which VFB estimates in the amended com-
plaint to be $200), plus unspecified exemplary and punitive
damages. While this case is still in its early stages and the
ultimate disposition of complex litigation is inherently difficult
to assess, the company believes the action is without merit
and is defending the case vigorously.

The company received an Examination Report from the Internal
Revenue Service on December 23, 2002, which included a
challenge to the treatment of gains and interest deductions
claimed in the company's fiscal 1995 federal income tax
return, relating to transactions involving government securities.
If the proposed adjustment were upheld, it would require

the company to pay a net amount of approximately $100 in
taxes, accumulated interest to date, and penalties. Interest will
continue to accrue until the matter is resolved. The company
believes these transactions were properly reported on its
federal income tax return in accordance with applicable tax
laws and regulations in effect during the period involved and is
challenging these adjustments vigorously. While the outcome
of proceedings of this type cannot be predicted with certainty,
the company believes that the ultimate outcome of this matter
will not have a material impact on the consolidated financial
condition or results of operation.

Early in 2000, ten purported class action lawsuits were com-
menced against the company and two of its former executives

in the United States District Court for the District of New Jersey.

The lawsuits were subsequently consolidated, and an amended
consolidated complaint was filed alleging, among other things,
that the company and the former executives misrepresented
the company’s financial condition between September 8, 1997
and January 8, 1993, by failing to disclose alleged shipping
and revenue recognition practices in connection with the sale

of certain company preducts at the end of the company’s
fiscal quarters in viclation of Section 10 (b) and 20 (a) of the
Securities Exchange Act of 1934, as amended, and Rule 10b-5
promulgated thereunder. On February 6, 2003, the company
announced it had reached an agreement in principle to settle
this case. The district court’s order approving the settlement
was issued on May 22, 2003 and became effective June 23,
2003. Pursuant to the court's order, all claims have been dis-
missed and the litigation has been terminated in exchange for
a payment of $35, which was made in June 2003. The full
amount of the payment was covered by insurance. The settle-
ment does not constitute an admission of fault or liability by the
company or any other defendant.

The company is a party to other legal proceedings and claims,
environmental matters and tax issues arising out of the normal
course of business. Although the results of the pending
claims and litigation cannot be predicted with certainty, in
management’s opinion, the final outcome of these other legal
proceedings and claims, environmental matters and tax issues
will not have a material effect on the consolidated results of
operations, financial position or cash flows of the company.

The company has certain operating lease commitments,
primarily related to warehouse and office facilities, retail store
space, and certain equipment. Future minimum annuat rental
payments under these operating leases are as follows:
2008
$32

Thereafter

$59

2004 2005 2006 2007
$67 $58 $42 $36

In November 2002, FASB Interpretation No.45 (FIN 45)
“Guarantor’s Accounting and Disclosure Requirements for
Guarantees, Including Indirect Guarantees of Indebtedness
of Others” was issued. FIN 45 clarifies the requirements
relating to a guarantor’s accounting for, and disclosure of, the
issuance of certain types of guarantees. FIN 45 requires that
upon issuance of a guarantee, the guarantor must recognize
a liability for the fair value of the obligation it assumes under
that guarantee. The initial recognition and measurement
provisions are applicable on a prospective basis to guarantees
issued or modified after December 31, 2002.

The company guarantees almost 1,200 bank loans made

to Pepperidge Farm independent sales distributors for the
purchase of distribution routes. The maximum potential
amount of future payments the company could be required

to make under the guarantees is approximately $85. The
company’s guarantees are secured by the distribution routes.
The company does not believe it is probable that it will be
required to make guarantee payments as a result of defaults
on the bank loans guaranteed. Prior to the adoption of FIN 45,
no amounts were recognized on the Consolidated Balance
Sheets related to these guarantees. The amount recognized as
of August 3, 2003 is not material.




The company has provided certain standard indemnifications
in connection with divestitures and other transactions. Certain
indemnifications have finite expiration dates. Liabilities recog-
nized based on known exposures related to such matters are
not material at August 3, 2003.

21 | Statements of Cash Flows
2003 2002 2001
Cash Flows from Operating Activities:
Other non-cash charges to net earnings:
Non-cash compensation/benefit
related expense $ 60 $ 41 $ 25
Net loss on fixed assets, long-term
investments, minority interest 33 16 12
Other — 4) 1
Total $ 93 $ 53 $ 38
Other:
Benefit refated payments and
pension contributions $ (63) $(34) 344
Payments for hedging activities (67) (48) 22
Other (7) 3 33
Total $(137) $(99) $ 11
2003 2002 2001
Interest paid, net of amounts capitalized $ 173 $173 $208
Interest received $ 5 $ 4 $ 12
Income taxes paid $ 225 $222 $310

22 | Subsequent Event

In September 2003, the company issued $300 ten-year
4.875% fixed-rate notes. While planning for the issuance of
these notes, the company entered into treasury lock agree-
ments with a notional value of $100 that effectively fixed a
portion of the interest rate on the debt prior to issuance. These
agreements were settled at a minimal gain upon issuance

of the notes. In connection with this issuance, the company
entered into ten-year interest rate swaps that convert $200 of
the fixed-rate debt to variable.

In September 2003, the company also entered into $100 five-
year interest rate swaps that convert a portion of'the 5.875%
fixed-rate notes due October 2008 to variable.
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23 | Quarterly Data (unaudited)
2003 First Second Third Fourth
Net sales $1,705 $1,918 $1,600 $1,455
Cost of products sold 971 1,056 920 858
Net earnings’ 161 231 129 74
Per share - basic

Net earnings’ 0.39 0.56 0.31 0.18

Dividends 0.1575 0.1575 0.1575 0.1575
Per share - assuming dilution

Net earnings! 0.39 0.56 0.31 0.18
Market price

High $23.90 $24.99 $24.30 $26.43

Low $21.00 $19.65 $19.95 $21.35
2002 First Second Third Fourth
Net sales $1729 $1810 $1,371 $1.223
Cost of products sold 971 1,004 782 686
Net earnings 171 203 86 55
Per share - basic

Net earnings 0.42 0.49 0.23 0.13

Dividends 0.1575 0.1575 0.15875 0.1575
Per share — assuming dilution .

Net earnings 0.42 0.49 0.23 0.13
Market price

High $29.27 $31.44 $28.85 $2840

Low $25.52 %2781 $2559 $21.00

1 Net earnings in the first quarter include the cumulative effect of a change in accounting
principle of $31 or $.08 per share (see Note 3 to the Consolidated Financial Statements).

In 2003, the company adopted SFAS No. 142 “Goodwill and Other Intangible Assets” and
discontinued the amortization of goodwill and indefinite-lived intangible assets. Results for
2002 include $70 (354 after-tax or $.13 per share) of amortization. See also Note 3 to the
Consalidated Financial Statements.
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Report of Management

The accompanying financial statements have been prepared by the management of the company in conformity with generally
accepted accounting principles to reflect the financial position of the company and its operating results. Financial information
appearing throughout this Annual Report is consistent with that in the financial statements. Management is respansible for the
information and representations in such financial statements, including the estimates and judgments required for their preparation.

In order to meet its responsibility, management maintains a system of internal controls designed to assure that assets are safe-
guarded and that financial records properly reflect all transactions. The company also maintains a worldwide auditing function to
periodically evaluate the adequacy and effectiveness of such internal controls, as well as the company’s administrative procedures
and reporting practices. The company believes that its long-standing emphasis on the highest standards of conduct and business
ethics, set forth in extensive written policy statements, serves to reinforce its system of internal accounting controls.

The report of PricewaterhouseCoopers LLP, the company's independent auditors, covering their audit of the financial statements,
is included in this Annual Report. Their independent audit of the company's financial statements includes a review of the system
of internal accounting controls to the extent they consider necessary to evaluate the system as required by generally accepted
auditing standards.

The company’s internal auditors report directly to the Audit Committee of the Board of Directors, which is composed entirely

of Directors who are not officers or employees of the company. The Audit Committee meets regularly with the internal auditors,
other management personnel, and the independent auditors. The independent auditors and the internal auditors have had, and
continue to have, direct access to the Audit Committee without the presence of other management personnel, and have been
directed to discuss the results of their audit work and any matters they believe should be brought to the Committee’s attention.

Douglas R. Conant
President and Chief Executive Cfficer

/)@M Vi JJ%AW

Robert A. Schiffner
Senior Vice President and Chief Financial Officer
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Gerald S. Lord
Vice President — Controller

September 11, 2003
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>) |
Report of Independent Auditors

To the Shareowners and Directors of Campbell Soup Company

In our opinion, the accompanying consolidated balance sheets and the related consolidated statement of earnings, shareowners’
equity (deficit) and cash flows present fairly, in all material respects, the financial position of Campbell Soup Company and its
subsidiaries at August 3, 2003 and July 28, 2002, and the results of their operations and their cash flows for each of the three
years in the period ended August 3, 2003 in conformity with accounting principles generally accepted in the United States of
America. These financial statements are the responsibility of the Company’s management; our responsibility is to express an
opinion on these financial statements based on our audits. We conducted our audits of these statements in accordance with
auditing standards generally accepted in the United States of America, which require that we plan and perform the audit to obtain
reasonable assurance about whether the financial statements are free of material misstatement. An audit includes examining, on
a test basis, evidence supporting the amounts and disclosures in the financial statements, assessing the accounting principles
used and significant estimates made by management, and evaluating the overall financial statement presentation. We believe that
our audits provide a reasonable basis for our opinion.

As discussed in Note 3 to the consolidated financial statements, effective July 29, 2002, the Company adopted Statement of
Financial Accounting Standard No. 142, “Goodwill and Other Intangible Assets.”

>

//1/‘»;’»’5' 7k d"l/rﬂ-f INV
Philadelphia, Pennsylvania

September 18, 2003
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{millions, except per share amounts)

Fiscal Year 2003! 2002° 2001° 2000 1999*
Summary of Operations
Net sales $6,678 $6,133 $5,771 $ 5,626 $ 5,803
Earnings before interest and taxes 1,105 984 1,184 1,265 1,270
Earnings before taxes 924 798 987 1,077 1,087
Earnings before cumulative effect

of accounting change 626 525 649 714 724
Cumulative effect of accounting change (31) — — — —
Net earnings 595 525 649 714 724
Financial Position
Plant assets — net $ 1,843 $ 1,684 $ 1,637 $ 1,644 $1,726
Total assets 6,205 5721 5927 5196 5,522
Total debt 3,528 3,645 4,049 3,091 3,317
Shareowners' equity (deficit) 387 (114) (247) 137 235
Per Share Data
Earnings before cumulative effect

of accounting change - basic $ 1.52 $ 1.28 $ 157 $ 168 $ 164
Earnings before cumulative effect

of accounting change — assuming dilution 1.52 1.28 1.55 1.65 1.63
Net earnings — basic 1.45 1.28 1.57 1.68 1.64
Net earnings — assuming dilution 1.45 1.28 1.55 1.65 1.63
Dividends declared 0.63 0.63 0.90 0.90 0.885
Other Statistics
Capital expenditures $ 283 $ 269 $ 200 $ 200 $ 297
Number of shareowners (in thousands) 46 47 48 51 51
Weighted average shares outstanding 411 410 414 425 441
Weighted average shares cutstanding —

assuming dilution 411 411 418 432 445

In 2003, the company adopted SFAS No. 142 resulting in the elimination of amartization of goodwill and other indefinite-lived intangible assets. Prior periods

have not been restated. See Note 3 to the Consclidated Financial Statements for additional information.
The 2003 fiscal year consisted of fifty-three weeks compared to fifty-two weeks in the prior periods. The additional week contributed 1 to 2 percentage points of
the sales increase compared to 2002, and approximately $.02 per share.

In 2002, financial results were restated to conform to the requirements of new accounting standards. Certain consumer and trade promotional expenses have
been reclassified from Marketing and selling expenses and Cost of products sold to Net sales for years 1999 to 2001.

[ASIRT

2003 results include pre-tax costs of $1 ($1 after tax) related to an Australian manufacturing reconfiguration. These costs were recorded in Cost of products sold.

2002 results include pre-tax costs of $20 ($14 after tax or $.03 per share basic and assuming dilution) related to an Australian manufacturing reconfiguration.
Of this amount, pre-tax costs of approximately $19 were recorded in Cost of products sold.

3 2001 results include pre-tax costs of $15 ($11 after tax or $.03 per share basic and assuming dilution) related to an Australian manufacturing reconfiguration.

Of this amount, pre-tax costs of approximately $5 were recorded in Cost of products sold.
1993 earnings from continuing operations include a net pre-tax restructuring charge of $36 ($27 after tax or $.06 per share basic and assuming dilution).

IS

Earnings from continuing operations also include the effect of certain non-recurring costs of $22 ($15 after tax or $.03 per share basic and assuming dilution).
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